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What About Rents 


By DELBERT S. WENZLICK 


coming more and more convinced 

that further attempts to improve 
the technique of determining market 
value or price of real estate would be 
almost futile. At best, such attempts 
are merely interpolations between 
sales of somewhat comparable proper- 
ties and indicate only what a fickle 
public, optimistic or pessimistic, may 
pay. In the case of securities, market 
prices are being 


Peo several years I have been be- 


of that kind of value is the only task 
that is worthy of the efforts of the con- 
scientious appraiser of the future. The 
question of market price will, I believe 
be eventually left entirely to the 
broker. 


If the appraiser must forecast in- 


come, how is he to do it? Nearly three 
thousand years ago, Confucius said 
“If you would forecast the future, 
study the past.’ I am sure this wise 
old philosopher did 
not intend that this 





constantly and au- 
tomatically deter- 
mined through 
trade on the stock 
exchange. A share 
of A. T. & T. stock 
sold in October, 
1929 for $310.00. 
That same stock 
sold for $70.00 in 
the summer of 
1932. The public’s 
confidence or lack tempting. 
of it is reflected in 
these _ ridiculous 
price fluctuations. 





In this article, Mr. Delbert S. 
Wenslick, President, Real Estate 
Analysts, Inc., gives us a perspec- 
tive on the long term trend of fac- 
tors directly influencing the value 
of real estate. Appraisers every- 
where will be keenly interested not 
only in this able article on prob- 
lems with which they are all con- 
cerned at the present time but also 
in the constructive work which 
Real Estate Analysts, Inc., are at- 


Philip W. Kniskern. 


statement was to 
be interpreted as a 
reference to some 
immutable law 
whereby history al- 
ways repeated it- 
self in exactly the 
same way. I am 
sure he did mean to 
convey the idea, 
however, that 
cause and effect 
are definitely relat- 
ed and that causes, 
properly identified 








Such prices do not 
indicate value in its true sense. 


If it is assumed that securities or 
investment properties are held pri- 
marily because of their income produc- 
ing ability, then it should follow that 
their true value should be determined 
by capitalizing the net income to be 
realized during their useful lives. If 
we were able accurately to forecast 
this net income in its recurring ups and 
downs, the problem would be simple. 
Whether we do it accurately or inac- 
curately, however, net income must be 
forecast and capitalized in any ap- 
praisal which has as its aim the estab- 
lishment of a true or investment value. 
It seems to me that the determination 


and valued, could 
be depended upon to produce definite 
effects. In very few lines of endeavor 
has as little effort been devoted to the 
study of cause and effect as has been 
the case in the field of real estate. In 
no field, however, is such study as im- 
portant and necessary. 


What about rents? When I mention- 
ed this subject the other day one of my 
listeners said under his breath, “If 
any.” Undoubtedly the downward 
trend of the past few years has given 
many a property owner and mortgage 
holder a headache. Could this decline 
have been forecast in 1923? Could the 
upward trend have been forecast in 
1918? What about rents today? Let us 
follow the advice of Confucius and 
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see what may be learned from the past. 


What Is Rent? 


In the first place, what is rent? I 
think we may agree that it is a val- 
uable consideration usually expressed 
in money given in exchange for the use 
of valuable facilities or privileges af- 
forded by land or a combination of 
land and structures. What qualities 
tend to give value? Perhaps the most 
important are desirability and scar- 
city. Desirability alone does not indi- 
cate value if scarcity is not also pres- 
ent. The air we breathe is desirable 
but not scarce; and we do not value it 
until it does become scarce. Scarcity 
does not indicate value unless it is also 
accompanied by desirability. 


We must admit that shelter from 
the elements is desirable. In fact, it is 
one of the necessities of life. Owner- 
ship of land in excess of individual 
needs resulted in the granting of privi- 
leges of use to tenants for a consid- 
eration called rent. These privileges of 
use usually included the use of struc- 
tures and were found to be more valua- 
ble where the demand was greater 
than the supply and less valuable 
where the supply exceeded the de- 
mand. 


' Increasing congestion in cities made 

it difficult to estimate increasing de- 
mand accurately; and excess con- 
struction resulted. An oversupply nat- 
urally affected values unfavorably 
through the elimination of the element 
of scarcity. The tenant was quick to 
take advantage of such a change in 
value and that is what is troubling the 
property owners today. Evidently the 
law of supply and demand has much 
to do with what we call rent. 


Are supply and demand the only 
factors which affect rent? They might 
be if rent were not generally expressed 
in terms of money. The value of money 
also reacts to the factors of desira- 
bility and scarcity. Its buying power 


varies widely and necessarily its be- 
havior is also of great importance in 
our problem of forecasting rent. 


_ A Unit of Measurement 


We become conscious first of effect, 
then look for the cause or causes. Let 
us, therefore, consider rent expressed 
in money as an effect. Let us consider 
it in its largest possible aspect, i.e. 
housing. Let us consider it in the ab- 
stract as far as possible, as an index. 
Let us accept a room as a unit, not a 
particular room nor one of a group of 
particular rooms because in studying 
trends over long periods various dis- 
turbing factors such as obsolescence, 
depreciation, and changing neighbor- 
hoods would be included, but a room 
as representing an average or cross- 
section of all rooms offered for rent. 


Thousands of classified want-ads in 
our daily newspapers provide a very 
practical and satisfactory source of 
data for this purpose. In Chart No. 1 
the heavy black line indicates the fluc- 
tuation in dwelling rentals in Greater 
Saint Louis from 1851, ten years before 
the Civil War, to May Ist, 1932. This 
information was secured in the follow- 
ing manner: Bound newspaper files 
were obtained as far back as numer- 
ous classified advertisements of dwel- 
lings for rent could be found, single 
family dwellings being studied back to 
1868 and apartments to 1906. Separate 
studies were made for single family 
dwellings, for flats, and for apart- 
ments. All advertisements were re- 
duced to the common denominator of 
rent per room per month. 


Several questions may be raised as 
to the reliability of a barometer con- 
structed in this fashion. First: Do ad- 
vertised rentals represent actual rent- 
als? It must be freely admitted that 
there are certain limitations in a ba- 
rometer of this sort. In a period when 
rentals are dropping rapidly, conces- 
sions not mentioned in the advertise- 
ments (generally in the form of the 
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twelfth or thirteenth month free on a 
year’s lease) are frequently given. In 
an extreme period of rental deflation, 
actual rental will probably average 
close to 8% below advertised rental. 
On the other hand, when rents are 
increasing, no concessions are given 
and actual rentals and advertised rent- 
als are the same. Second :Do advertised 
rentals of vacant quarters form an in- 
dex of rentals being paid for occupied 
quarters? In apartment rentals there 
can be no question but that the rela- 
tionship is very definite. An owner 
cannot well offer quarters in a building 
for rentals different from those he is 
actually receiving for similar quarters 
in the same building without sooner or 
later being forced to equalize his rent- 
als. In single family residences and 
flats this comparison is not possible. 
Since 1917 the U. S. Department of 
Labor Statistics has maintained a 
barometer of rents for Saint Louis. It 
is rather interesting to note the general 
similarity of their barometer to ours, 
even though the Department of Labor 
Statistics barometer covers only the 
homes of working men’s families. The 
drop from the peak to the present on 
both barometers is almost identical. It 
can therefore be assumed that the 
single family dwelling barometer pre- 
pared in this way is also substantially 
accurate. 


A study was published in 1886 in 
the 10th Census of the United States, 
of rentals from 1851 to 1880 in five 
principal cities in the United States, of 
which Saint Louis was one. It was pos- 
sible from this study to extend our fig- 
ures back to 1851, having an overlap 
of twelve years with the classified ad- 
vertising for the period 1868—1880. 


Apartment rentals (heat included) 
are charted separately since 1906, as 
they have ‘shown considerable varia- 
tion from other rentals. Flat rentals 
are not shown on this chart as they are 
very similar in their fluctuations and 


in their “dollar per month room” value 
to single family dwelling rentals. 


The Value of Money 


What part does the value of money 
play in rent? The best index of money 
value available is the commodity in- 
dex. The value of money may be said 
to vary inversely with commodity 
prices. The shaded line in Chart No. 1 
is an index of commodity prices. The 
general relationship of rents to com- 
modity prices on this chart is clearly 
apparent. It should be noted, however, 
that at the beginning of the period cov- 
ered by this chart, the commodity 
index is considerably above the rent 
index and that there has been a con- 
sistent tendency of the rent index to 
rise above the commodity index. This 
tendency is probably the result of 
several factors. First, the constantly 
increasing burden of taxation placed 
on real estate. Second, the successful 
efforts of organized labor in maintain- 
ing high wages, both in the field of 
construction labor and also in railroad 
labor, which reflects itself in higher 
building material cost. Third, but by 
no means unimportant, are the de- 
mands of higher standards of living 
for more convenient and, consequent- 
ly, more costly living accommodations. 
This factor is amusingly illustrated in 
many of the rent ads studied in the 
preparation of this chart. In 1851, for 
instance, a hydrant in the yard was 
important enough to be advertised as 
a special advantage. In the 60’s, the 
hydrant had moved to the kitchen. The 
70’s saw gas lighting mentioned fre- 
quently in the ads. During the 80’s and 
90’s modern plumbing and heating ad- 
ded considerably to the cost of residen- 
tial building, followed by electric 
lights, water heaters, garages, and 
electric refrigeration. The end evident- 
ly is not yet, as air conditioning is now 
appearing over the horizon. 


Contrary to the effect on rents of 
increasing taxation, high wages, and 
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improved building, commodities have 
declined in cost due to mass produc- 
tion and more efficient distribution. It 
would seem that rents need not be 
expected to drop back to their former 
relationship to commodity prices. 





years, but it also seems certain that a 
subsequent decline will bring this in- 
dex down again to somewhere near its 
pre-war level. With the exception of 
this hump, which should develop dur- 
ing the next few years, and eliminating 


CHART No. 2 


521 


Influence of Wars and Public Debt 


Chart No. 2 shows the fluctuation of 
commodity prices from 1797 to date, 
and indicates very clearly the effect of 
public debt contracted to pay for the 
waste of wars. The wide and regular 
fluctuations shown on this chart and 
the reciprocal action of money value 
emphasizes the importance of money 
value fluctuation on rents. This factor 
is particularly important following 
wars. In such periods, the value of 
commodites falls rapidly and the value 
of money rises accordingly. 


The similarity of the behavior of 
commodity prices following the Civil 
War and the World War is clearly 
apparent on Chart No. 3. In this chart, 
pre-war prices have been charted, as 
100% in both cases. There is not suffi- 
cient space at this time for a discussion 
of the causes of this similarity but 
from numerous studies and compar- 
isons that have been made, there is no 
reason to believe that the behavior of 
this factor will be different in the next 
few years than it. was in the period 
following 1879. Undoubtedly there 
will be some increase in commodity 
prices very soon and this increase prob- 
ably will be maintained for several 


Trend of Commodity Prices (from 1797 to 1932) 


consideration of any effects of possi- 
ble but not probable major disturbing 
influences, it would seem that the 
value of money will be fairly stable 
for the next thirty or forty years at 
about present levels. In view of the 
unusual fluctuations of the past seven- 
teen years, it is highly important that 
we do not anticipate a return to war- 
time prices. 


If money. values will not again show 
the fluctuations of the period just past, 
rents will then depend largely upon 
the relationship of the supply and de- 
mand factors. 


New Construction and Vacancy 


Still restricting ourselves to housing, 
let us once more attempt to study the 
past. Chart No. 4 indicates with a solid 
black line the number of new family 
living units produced each year since 
1879 in St. Louis. This chart is the re- 
sult of a very careful and costly anal- 
ysis and represents the closest ap- 
proach at this time to an accurate 
index of construction of housing units. 
Individual family living quarters were 
adopted as a unit of supply—rather 
than the number of building permits or 
value of construction. Deductions from 
this index, of course, should be made 
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CHART No. 3 


COMMODITY PRICES 


PERCENTAGE OF PRE-WAR 


CIVIL WAR 
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for demolitions, changes in use, and 
obsolescence. Since 1931 such data is 
being accumulated for St. Louis. 
Trends are clearly apparent from this 
chart, however. An interesting rela- 
tionship is seen to exist between the 
factor of new construction and va- 
cancy. Vacancy in housing units since 
1900 is indicated by the dash line on 
the same chart. This line has been pro- 
jected backward by a process of ad- 
dition and subtraction from a survey 
taken in 1931 in co-operation with the 
Post Office Department. Several fairly 
definitely established points of min- 
imum and maximum vacancy also as- 
sisted in the charting of this material 
which is considered quite accurate. A 
second occupancy survey is being made 
as this article goes to press. The re- 
sults of this second survey will be 


90 
1935 


1925 1930 


minutely comparable with the first one 
and are expected to throw further 
light on the problem. This chart indi- 
cates at present a larger over-supply 
of quarters than has previously exist- 
ed in St. Louis. Construction also is at 
its lowest level since the restrictions 
against unnecessary building in 1918 
brought it down to almost the vanish- 
ing point. As this line is not weighted 
to compensate for the growth of the 
city the present low point really repre- 
sents a more severe curtailment of con- 
struction than would at first be sup- 
posed. 


Cost of Construction 


The shaded line on this chart rep- 
resents the cost of open shop construc- 
tion of several typical buildings care- 
fully estimated over the period of the 
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past thirty-two years. It is interesting 
to note that the revival in construction 
occurred earlier in relation to increas- 
ing rents and declining vacancy per- 
centage in the cycle beginning in 1903 
than it did in the one beginning in 
1918. This was probably due to prac- 
tically stationary building costs in 
1903 and rapidly rising costs in 1918. 
The effect of replacement costs on 
rents is deserving of further study. 
Preliminary work on this subject seems 
to indicate that only for short periods 
of minimum vacancy do rents obtaina- 
ble provide a sufficient return to justify 
new building at the then prevailing 
costs. New construction is always 


“chafing at the bit’? and proceeds to 
overbuild almost before the previous 
over-production has been absorbed. 


The present over-supply seems hope- 
less to many and well it might be if it 
were not for certain characteristics of 
the factors of demand which are not 
generally understood. An over-supply 
of housing units can be overcome 
through demolition, change in use, and 
obsolescence and/or through increase 
in demand. 


The Family Unit 


The increase in population is gener- 
ally supposed to provide a demand for 
housing facilities proportionate to that 
increase. Attempts to weight data in- 
volving demand for housing on a pop- 
ulation basis over a considerable pe- 
riod showed clearly the fallacy of this 
assumption. Further study has indi- 
cated that the proper measure of de- 
mand for housing accommodations is 
the family and not the individual. In 
1850, 1,000 persons comprised only 178 
families. 1,000 persons today comprise 
263 families and require 48% more 
homes than were required by the same 
population eighty years ago. During 
that period the average family has de- 
creased from 5.6 persons to 3.8 per- 
sons. The problem would still not be 


difficult if the increase in families were 
uniform; but we find it is not. 


The Marriage Rate 


The marriage rate, when properly 
weighted, varies above and below nor- 
mal to the extent of from 30% to 50% 
—in cycles which coincide almost ex- 
actly with cycles in construction, va- 
cancy, foreclosures, rents, real estate 
activity, and prices. Chart No. 5 shows 
clearly the relationship of this cycle to 
those of real estate activity and gen- 
eral business conditions. 

Since 1924 the marriage rate in St. 
Louis has been below normal; and at 
the present time it stands at about 
50% of normal. The accumulated 
shortage below normal since 1924 is 
nearly 17,000. Most of these marriages 
are delayed because of economic con- 
ditions and will take place at an ab- 
normal rate with the return of more 
normal employment. “Doubling up” 
accounts for perhaps as much more 
potential demand as delayed mar- 
riages. Economic recovery will release 
these factors and the seemingly hope- 
less excess of quarters will be quickly 
absorbed. The attitude of the public 
toward real estate will change imme- 
diately. When this occurs the present 
downward trend in rents will reverse 
itself just as it did in 1900 and again 
in 1918. When will this occur? How 
much of an increase in rent may be 
expected? The preceding discussion 
clearly indicates the necessity of more 
through knowledge of trends of basic 
factors, factors which up to this time 
have been given little or no attention 
by our economists. Many other studies 
indicate the importance, the close re- 
lationship, and the very orderly behav- 
ior of the many factors bearing on real 
estate. They present a challenge to the 
appraiser of tomorrow such as never 
confronted any group before. 


Note: The charts used in this article were prepared 
by the Saint Louis organization of Real Estate Ana- 
lysts, Inc. under the personal supervision of Roy 
Wenzlick, vice president in charge of economic sta- 
= They are copyrighted and are not to be repro- 

uced. 
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Relation of Value to the Purpose of the 
Appraisal 


By IvAN A. THORSON 


ELL may we ask whether the 
W value of the property appraised 
should vary with the purpose 
for which the appraisal is made. Ev- 
ery day we see wide fluctuations in the 
appraisals made of the same property 
by the same or different appraisers, 
the value arrived at, apparently de- 
pending on for what purpose, for 
whom, and by whom, the appraisal 
is made. A property appraised for 
a lender, for example, is valued at 
$10,000 for the purpose of making 
a $5,000 loan, the $10,000 being 
usually the reproduction cost of 
the property. A _ seller’s appraiser 
may give the property a valuation 
of $14,000, while a buyer’s evalu- 
ation may be somewhere between 
those two figures, depending on the 
astuteness, eagerness, or gullibility of 
the buyer, and the sales ability or need 
of the seller. The assessor may place a 
$6,000 value on this property, because 
the equalization of the tax burden is 
the important task from the assessor’s 
viewpoint, the ‘“‘tax value” supposedly 
being a certain percentage of the “go- 
ing” prices in the locality. 


Again we may learn that this same 
property has been given a value of 
$20,000 by a friendly “‘expert”’ witness 
in a condemnation proceeding, the em- 
ployment of such “‘expert”’ often being 
made contingent on his ability and 
willingness to establish successfully a 
desired maximum valuation for his 
client. 


The value assigned to the property, 
indeed, seems to depend on for what 
purpose, for whom, and by whom, the 
valuation is made. Unless the concept 
of value varies with the type of the 
appraisal, I cannot see why the pur- 


pose of the appraisal should have any- 
thing to do with the eventual conclu- 
sion arrived at as to what the warrant- 
ed present worth of the appraised 
property should be (my reason for not 
using the term “market value” as the 
value sought in an appraisal, will ap- 
pear further on in this discussion). 


What Do We Mean By Value? 


In order to justify my position in 
this matter, I should perhaps define 
my understanding of the value con- 
cept. There seems to be more mean- 
ings assigned to the word value than 
to any other word in the economic 
lexicon, and the so-called “market 
value” concept seems to be in a par- 
ticular muddle. 


I realize that this is a large order 
and that I shall have to impose on the 
good nature of many to whom my ex- 
planations may be more or less ‘‘copy- 
book platitudes”. However, unless we 
come to a common understanding of 
the things we talk about, we are go- 
ing to get nowhere. I believe that it 
must be conceded that our ideas in re- 
gard to land values are considerably 
confused, and more or less nebulous. 
We have found it necessary either to 
abandon the “market value” idea, 
which no one seems to be able ade- 
quately to define, and adopt what is 
called “warranted values” or, as has 
been done in the “Standards of Prac- 
tice’, define the term “market value’, 
as being the warranted or use value. 
Personally, I believe the sooner we get 
rid of this myth which we have been 
referring to as “market value of land,” 
the sooner we are going to arrive at 
some agreement as to what we should 
do in an appraisal. 
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I shall, furthermore, try to set forth 
the probable reason for the confused 
state of mind in regard to real estate 
values and valuations. 


It is a human weakness to reason 
from the knowledge of things with 
which we are familiar, to things with 
which we are not so familiar; assum- 
ing that close similarity exists where, 
in fact, such similarity does not exist. 


It is quite evident that we have tried 
to fit to real estate the result of our 
knowledge of and experience with 
other things, not realizing that land 
has many characteristics not possessed 
by ordinary goods. The result is that 
we have gotten ourselves into more or 
less of a mess, from which we are now 
valiantly trying to extricate ourselves. 


When a considerable number of 
people have come to have some idea 
or notion about a certain thing, there 
is usually a reason back of it. This 
reason may not be a sound one, or it 
may simply be a misapplied conclu- 
sion; the information on which the 
conclusion is based may be correct, but 
the inference drawn therefrom may 
be wrong. 


The Market Value of Ordinary 
Merchandise 


Market value of things we buy and 
sell in our every day transactions, such 
as eggs, sugar, canned goods, razor 
blades, shoes, etc., is something real 
and definite. The prices of these ar- 
ticles are every day published in the 
daily newspapers or on hand bills 
thrown at our doors. In addition, the 
prices are found on tags attached to 
the goods. We recognize at once 
whether or not the prices given are 
low, high, or just fair—that is of 
goods with which we are particularly 
familiar. We buy such goods under- 
standingly and willingly. When we 
have made a purchase, we feel that 
we have received our money’s worth 
and possibly more. The satisfactions 


and benefits which we derive from the 
consumption or use of the things we 
buy in the way of food, clothing, etc., 
constitute our “‘income’’ from these 
things. Such income (satisfaction, ben- 
efits) is often difficult to measure. It is 
simpler to measure the “outgo”, that 
is the cost of these things. As a result 
we become accustomed to refer to the 
cost of an article as being its value, and 
not so incorrectly when referring to 
ordinary merchandise, because the 
production cost and ultimate selling 
price of merchandise hold as a rule a 
certain fixed relation to each other, 
and as stated, we willingly and under- 
standingly pay the cost price asked 
because we know beforehand what 
satisfactions and benefits (income) 
they will yield us. 


When Cost Corresponds to Value 


Because cost, market value, and 
price, in the case of ordinary merchan- 
dise, are almost always in logical ra- 
tio, we jump to the conclusion that 
this must be so in the case of real es- 
tate as well. Because we have paid 
$10,000 for a property, that must, as 
a matter of course, therefore, be its 
value, although the net benefits to the 
owner either in the form of rent, amen- 
ities, or business profits do not justi- 
fy such a value. The familiar example 
of an office building erected in the 
desert will show the fallacy of such a 
conclusion. The building may have 
cost a million dollars, but it has no 
value. 


It will help us to distinguish be- 
tween Cost and Value if we recall that 
production is the creation of useful 
and desirable qualities in material 
things. We may employ Labor, Cap- 
ital, and Management to move a stone 
pile across the road and back again, 
at a cost price of, say, One Hundred 
Dollars. The value of this perform- 
ance, however, would be nothing. We 
would have created no useful or de- 
sirable qualities in the material thing 
on which we expended labor, etc. 
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All employment of Labor, Capital, 
and Management does not result in 
production. These so-called “factors of 
production” are sometimes even em- 
ployed to destrdy wealth, as in the 
case of war. 


If we build a structure which is an 
over-, under-, or mis-improvement, we 
are entitled to a value commensurate 
with the net income return from such 
structure, present and potential, and 
nothing more. However, we must 
guard against a too ready dismissal of 
possible future utilization of what may 
at the present time appear as an im- 
proper improvement. Physical capac- 
ity has potentialities which may not 
be easily apparent at the time the ap- 
praisal is made. 


The Willing-Buyer-and-Seller Theory 


I mention these things to show how 
we possibly came to regard cost and 
value as representing the same thing. 
It is probable that from our experi- 
ence with ordinary merchandise we 
have also evolved the “willing and 
able seller and buyer” theory of mar- 
ket value of land. Any experienced 
real estate broker will tell us that he 
has made very few, if any, sales. under 
this willing-and-able-seller-and-buyer 
theory. Practically every sale of real 
estate is the result of more or less dick- 
ering between the buyer and seller and 
the price arrived at is merely the judg- 
ment of two people—the buyer and 
_the seller. Two other people might 
have arrived at an entirely different 
agreement as to price. 


Land is unique, heterogeneous; that 
is, there are no two parcels exactly 
alike. Unique things such as master- 
pieces, land, custom built yachts, etc., 
have no general market as have ordi- 
nary merchandise, of which there may 
be thousands of the identical kind, 
size, and utility. We would not say 
that the market price of Mona Lisa or 
the Blue Boy is so and so. 


Market Value and Eminent Domain 


In condemnation proceedings, we 
often hear market value referred to as 
being the price at which willing, but 
not forced, sellers and buyers agree; 
and sales over a period of time are 
quoted in substantiation of such al- 
leged market value. We, however, sel- 
dom, if ever, have noted any attempt 
to ascertain the circumstances under 
which such sales were made, with a 
view to showing whether or not any 
undue pressure was exerted, or wheth- 
er the price paid was due to some par- 
ticular need on the part of buyer or 
seller. 


Unless it can be shown that such 
sales have in no way been influenced, 
they should not be admitted as proper 
evidence to prove market value, ac- 
cording to the willing-seller-and-buyer 
theory. Many strange things happen 
in Eminent Domain proceedings, and 
that alibi, “market value’, has proven 
a most convenient vehicle for juggling 
“values” by unscrupulous or ignorant 
appraisers. 


Market Value on the Stock Exchange 


In our examination of what is called 
market value of listed securities and 
commodities we find that it is the price 
at which the last unit or units were 
sold, at the close of the most recent 
session of such markets as the Chica- 
go Board of Trade or the New York 
Stock Exchange. The fact is that the 
price at which the last units were sold 
was the price of the thing at the mo- 
ment of the sale only. A listed security, 
however, has a “market” at any point 


_of time during the session of the ex- 


change. 


To qualify as something that may 
be offered on our stock or commodity 
exchanges, there must be the follow- 
ing conditions present: 


1. There must be many people dealing. 


2. There must be large quantities or 
amounts of the kind of things dealt 
in. 





RELATION OF VALUE TO THE PURPOSE OF THE APPRAISAL 107 





. There must be provisions for rapid 
communication between buyers and 
sellers, and frequent publication of 
information concerning things dealt 
in, as regards price, probable supply, 
etc. 


It is evident that real estate could 
not qualify for listing under the above 
requirements. Its lack of homogeneity 
alone would disqualify it. 


Little Help From Legal Sources 


If we attempt to get some light on 
the market value idea by referring to 
legal literature on the subject, we get 
but very little satisfaction. Legislators 
and courts in their definitions of mar- 
ket value show great confusion of 
ideas. The definitions we encounter 
are more or less specific and the qual- 
ifications differ greatly. From these 
definitions, market value would, in 
some instances, correspond to the use 
value, in other cases would admit the 
speculative element, and again in other 
cases the cost price is designated as the 
value. 


The Supreme Court of the United 
States has expressed itself as follows: 
“The value of the property results 
from the use to which it is put, and 
varies with the profitableness of that 
use, present and prospective, actual 
and anticipated. There is no pecuniary 
value outside of that which results from 
such use. The amount and profitable 
character of such use determines the 
value... .” 


This decision was rendered some 
thirty-seven years ago. Contrast this 
with a recent decision by the New 
York State Supreme Court. After ad- 
mitting that the Court knew of no ex- 
act yardstick by which to measure 
values of property pledged for a loan, 
it goes on: “After all is said and done, 
value is what a willing purchaser will 
give for property under fair market 
conditions. When one considers the 
nature and purpose of a loan, he is 
forced to the conclusion that the val- 


uation of the security should be based 
on physical, tangible property, and not 
on.some unsubstantial, fanciful, or 
ephemeral intangible. Potential profits 
in the hotel business are most uncer- 
tain, and the minute they are made the 
basis of a loan the investor jumps from 
the realm of investment to that of 
speculation.” 


In this latter decision, we see the 
uncertainty which characterizes so 
many similar decisions, and further- 
more, we also note the lack of grasp 
of the economic principles involved. 


Engineers and doctors do not look 
to statutes or court decisions for defi- 
nitions to guide them in their work of 
building bridges or of operating on the 
human body. 


However, it is not the fault of the 
Courts that they are saddled with the 
work we should be charged with do- 
ing. As always happens when those 
agencies who logically should per- 
form, neglect their assignment, the 
matter in hand will land in the Courts. 
The Courts have done a fairly good 
job of it, considering the technical na- 
ture of the subject and the scant help 
they have received from us. 


It is not reasonable, however, to ex- 
pect that we should be able to estab- 
lish Economic Law by statute or by 
court decisions. Court decisions, more- 
over, are not general in nature; they 
are rendered to cover specific cases. 
Two or more identical situations are 
seldom found in real estate apprais- 
ing. Hence previous decisions are. of 
practically no value in deciding new 
cases. 


What Then Is the Market Value of 
Land? 


A year or two ago when I wrote my 
“Essentials of Real Estate Values” and 
along with every other appraiser was 
struggling with this market-value-of- 
land business, I advanced the follow- 
ing: “The market value, which we are 
endeavoring to ascertain in an ap- 
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praisal of real estate, is a reasonable 
and fair value, which, under normal or 
ordinary conditions, an owner would 
be justified in expecting in a sale of 
the property, if all the facts concern- 
ing the property were known to the 
buyer, and the property were proper- 
ly advertised.” While I did not know 
it at the time, it corresponds almost 
exactly to what my friend Mark Levy 
had already suggested. 


But are not prices which a seller is 
justified in expecting based on the fu- 
ture net income from the property, so 
far as we are able to estimate such in- 
come? (The “income” here used in its 
broadest sense, as including rents, 
amenities, and business profits). That 
is, we are defining use or income value 
and calling it market value. Stripped 
of its somewhat technical verbiage the 
“Standards of Practice’ defines Mar- 
ket Value of real estate as being the 
present worth of future net income. 


In considering the market value of 
ordinary goods we found that it was 
practically identical with the warrant- 
ed value of such goods; that is, it rep- 
resented as a rule the cost of produc- 
tion plus a competitively established 
margin above such cost, the cost of 
production itself being competitive. 


Land Has No Production Cost 


The fallacy of applying the same 
line of reasoning to land should be at 
once apparent when it is considered 
that land originally has no production 
cost*; that is, man did not manufac- 
ture it. Land was here when we ap- 
peared on the scene, originally a pure 
gift of nature. 


While the increase in farm land 
values is often merely the reflection of 
the labor expended on it in making it 
arable and accessible, we know that a 
great deal of urban land has acquired 
values far beyond the cost of the la- 
bor, capital, and management expend- 


*See page 153-174, Urban Land Economics, by Dorau 
and Hinman. — Ed. 


ed on it, the increased value being 
mainly the result of human action and 
behavior coupled with the tendency 
during the last fifty years of people to 
congregate in cities. It is this unearned 
increment of land which we do not 
find in the case of ordinary commodi- 
ties that has to a large extent created 
our land valuation problem. How are 
we going to measure this increased 
value? To answer this we are forced 
to consider the Ricardian theory of 
economic rent. I share with my hear- 
ers an apathy for dry academic dis- 
cussions and shall therefore, be very 
brief in my references to this age-old 
controversial point. 


Is Land Capital? 


The rent theory of Ricardo resolves 
itself into whether land is or is not 
capital wealth; that is, is it produced 
wealth which in turn produces other 
wealth? We shall recall that wealth 
is divided into two classes, capital and 
consumption wealth or goods. Capital 
wealth being wealth produced by man 
and nature, but which in turn is used 
in the production of other wealth, 
such as machines, etc.; while consump- 
tion wealth or goods are similarly pro- 
duced, but are themselves consumed 
or used up, such as food, fuel, cloth- 
ing, etc. 


If land is not capital wealth but 
simply a limited natural agent, a gift 
of nature, the return on the land 
would always be a surplus above a fair 
return on the improvement on the 
land, because the improvement, all 
agree, is wealth, and as such is the 
product of labor, capital, and man- 
agement expended on nature’s forces. 
And it is further conceded that labor 
will not work unless it is paid, that 
capital must be paid for by way of in- 
terest, and that the entrepreneur or 
enterpriser will exact his toll. In other 
words, to bring these factors of pro- 
duction into action they have to be 
paid for and the first income must go 
to them. Only what is left is imputable 
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to the land. It is evident that accord- 
ing to the Ricardian doctrine, any la- 
bor, capital, and management which 
have been expended on the land be- 
fore the improvement was placed on it 
must be ignored, and furthermore it 
must be assumed that the improve- 
ment is always proper. In order to be 
a consistent adherent of Ricardo’s rent 
theory the land must always be made 
residual in an appraisal. 


However, we know that we cannot 
ignore the labor, etc., that have been 
expended on the land, nor are the im- 
provements always proper—that is 
the result of labor, capital, and man- 
agement does not always result in a 
corresponding production, and for 
that reason we find it proper in many 
instances to make the improvement 
residual. 


Practically all our early American 
economists, and an increasing number 
of our present day economists, have 
taken issue with the old Ricardian rent 
theory and hold to the view that land, 
and especially urban land, is a “made” 
product more or less in the sense that 
all capital wealth is merely the orig- 
inal element, nature, plus modifica- 
tion. The same productive agencies, 
they argue, are used in developing an 
urban site from useless marsh lands, 
uninhabitable hill tops, or desert 
wastes, as are employed when a tree 
is cut down and molded into usable 
articles, such as chairs, tables, etc. 
Land is, therefore, Capital in the same 
sense as are the improvements placed 
on the land. 


Both Theories Should Be Considered 


Nevertheless, there can be no dis- 
pute about the fact that land in the 
raw, before it is appropriated, is na- 
ture’s gift, pure and simple, as is ev- 
erything that goes with it, such as min- 
erals, trees, etc. It is important to re- 
member this. It is a characteristic of 
land that originally it had, as noted, 
no production cost. It differs in this re- 


spect from the ordinary commodities 
which we buy and sell in the marts of 
the world. Land differs, furthermore, 
from ordinary goods in that it is im- 
movable. We cannot ship it around to 
better markets; we must sell it as it 
lies. It is heterogeneous, that is, there 
are no two pieces alike, at least not so 
far as location is concerned. Land, as 
geographic area, is furthermore inde- 
structible, that is, it does not “use up’’. 
These characteristics which set land, 
as geographic area, apart from ordi- 
nary produced commodities, become 
less pronounced as urban land is de- 
veloped. We have less and less to do 
with land as merely geographic area 
when its “situs” qualities become more 
important than its soil productivity. 
The important thing, when contem- 
plating urban land value, is its capac- 
ity for service because of its location 
as a store site, etc. 


Geographic Area and Economic 
Efficiency 


While land as mere geographic area 
(the Earth’s surface) may not be 
moved, stretched, or destroyed; as 
“economic area’, it may be moved 
by a change in the business center 
of a city; it may be increased by the 
erection of multi-story buildings on 
it; and surely may be wholly or 
partially destroyed by improper use, 
by a change in the city’s directional 
growth, or by a number of other things 
contributing to its obsolescence. 


It is the utilized and utilizable land 
that has value. Land at the South Pole 
is economically non-existent. 


While the Ricardian theory is more 
or less basic, and should be kept in the 
background as a sort of balance wheel, 
too literal application of this theory 
will place us in many untenable posi- 
tions, as, for example, that land value 
should always be made residual. It is 
without question a good guide when 
determining land values in stabilized 
business sections of a city, or in ascer- 
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taining the value of well-developed 
farm lands. Although even in these 
cases there are many considerations 
which will call for modification of its 
strict application. (For discussion of 
the “Residual Theory” see Chapter III 
of the author’s Essentials of Real Es- 
tate Values.) 


Conclusion Re Market Value of Land 


It is quite evident that our confused 
notions about the so-called market val- 
ue of land come, as stated, from our 
endeavor to apply to land values, 
terms and interpretations acquired in 
other fields. Ordinary goods have an 
actual market value, that is, a more or 
less stabilized value based on certain 
definite things, such as a fixed produc- 
tion cost, and close familiarity on the 
part of users and buyers with the prod- 
ucts and the benefits to be derived from 
them. Purchasers of meats, groceries, 
vegetables, clothing, etc., know what 
they want and are thoroughly familiar 
with the consumption value of the var- 
ious items which they buy. Further- 
more, we should note that the prices 
reflect also the values in almost every 
instance where the purchaser is thor- 
oughly familiar with what he buys, so 
that market prices, market values, and 
warranted values are practically the 
same in the case of commodities—that 
is, they are in proper ratio. 


Land on the other hand is some- 
thing which the average individual 
buys as a rule but once or twice in his 
life time. He has but very little famil- 
iarity with the possibilities and use of 
land. He must, therefore, largely de- 
pend on what others say of land. As a 
result the prices he often pays are 
quite out of proportion to the use or 
warranted value of such land. Such 
sales at unwarranted prices may not 
be the result of deliberate attempts on 
the part of the seller to misrepresent. 
Very often the seller or broker is un- 
familiar with the warranted values. 


Such selling prices, whether they be 


obtained through unethical selling 
methods, or merely through ignorance 
on the part of buyer or seller, never- 
theless have been considerea proper 
indices to the value of the land in a 
particular district. We have blandly 
quoted any sale made in the locality as 
proof of the value of same without in 
any way attempting to diagnose the 
circumstances or conditions under 
which such sales were made. 


Market values established in this 
way are not truly market values, but 
are simply prices obtained through 
various methods which may or may 
not reflect a corresponding value. 


Why not then go the whole way and 
expose this fraud which has been mas- 
querading as true “market value” and 
state that market value is, as the 
“Standards of Practice” in substance 
says it is, “the present worth of future 
net income’”’; and, as a warranted val- 
ue can only be predicated on the use 
to which a property may be put, it is 


self-evident that what we aim to ap- 
praise as market value is the warrant- 
ed value of the property, predicated 
on its highest and best use, so far as 
we are able to forecast such use in the 
light of past experience. 


Appraising a Branch of Economics 


Appraising then becomes a legiti- 
mate branch of Economics, and as 
such has to do with the processes of 
production, consumption (use), ex- 
change (buying and selling), and dis- 
tribution (ownership) of wealth, the 
particular kind of wealth under con- 
sideration being land and the things 
more or less permanently attached to 
land —the things we call real estate. 


An appraisal, based on economic 
fundamentals, may be defined as the 
process of calculating the value of an 
ownership, that is, calculating in terms 
of money, the value of the privilege or 
right to enjoy the benefits accruing 
from the thing owned. An appraisal is 
also used to designate the reproduc- 





RELATION OF VALUE TO THE PURPOSE OF THE APPRAISAL lll 





tion or replacement cost of the phys- 
ical belongings of the owner. The for- 
mer may be designated as an apprais- 
al to determine value, and the latter as 
an appraisal to determine replacement 
cost, as when we appraise for insur- 
ance risks. 


The Nature and Extent of Ownership 


An ownership in real estate, as well 
as in personal property, may be ex- 
clusive or may be shared by others. It 
furthermore, may be complete or lim- 
ited in extent. It may be continuous or 
temporary. The nature and extent of 
ownerships, would differ in a fee, in a 
lease, and in a mortgage. 


An ownership is synonymous with 
the term “property right”, or with 
“property’’, as the latter is used by the 
economist, and may be defined as all 
the rights to the benefits accruing 
from the thing or from the part of the 
thing owned. In an appraisal for value, 
we aim to determine as nearly as we 
can, the money value of such rights. 
The benefits which we seek to ap- 
praise, we assume will accrue from 
the highest and best use of tne prop- 
erty. 


Some Important Terms 


Wealth, commodities, and economic 
goods, as used by the economist are the 
desirable physical things owned by 
people and constitute the things which 
we buy and sell in the market. They 
are distinguished from free goods or 
gifts of nature, such as air, sunshine, 
and possibly land itself in its raw 
state; the term land including all na- 
ture, soil, minerals, water, vegetation, 
etc. Wealth, commodities, and eco- 
nomic goods are all the product of 
man’s labor and ingenuity working 
with nature or the forces of nature. 

Income includes all enjoyments, sat- 
isfactions, benefits, accruing from the 
things owned. Desirable yields from 
wealth are called income; undesirable 
yields we designate as costs. The dif- 


ference is called net income or net loss, 
as the case may be. Unless gross income 
overbalances total costs during the 
earning or economic life of the thing 
owned, an ownership is not desirable; 
it has no intrinsic value. It may have 
some commercial or exchange value, 
based on misunderstanding, lack of 
knowledge, sentiment, gullibility, or 
on fraudulent representations. How- 
ever, in the long run property values 
tend to seek a level based on the net 
income from the properties involved. 


Price is the amount of money in- 
volved in a transaction. It is the com- 
mon denominator of cost, income, and 
value. The seller always gets value — 
purchasing power —for what he sells, 
provided he is paid in money, while 
the thing the buyer gets may or may 
not have any value; as for example, if 
he bought a gold brick. 


Economic Problems Difficult of Solution 


Appraising, as above defined, comes, 
as stated, within the realm of eco- 
nomics, which is sometimes defined as 
the science of valuation. Economics is 
simply a consideration of the best way 
to get along in this vale of tears— 
weighing the relative advantages of 
the different processes by which we 
make a living —it is common sense in 
conducting our business. Some who 
belonged to the older school of econ- 
omists spoke of “immutable and un- 
changing laws of economics’. There 
are few, if any, economic laws which 
operate with mechanical precision. 
Most of them may be simply stated, in 
fact most economic principles seem 
axiomatic, but are as a rule, complex 
in their solution. Almost anyone will 
tell us how the depression came about. 
Few, even among our ablest leaders, 
will hazard an opinion as to just how 
to get ourselves out of it, or how we 
may prevent the next one under our 
present social order. 


An economic problem differs from 
a mathematical problem in that you 
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cannot solve for the one and only cor- 
rect answer. There are no formulas, no 
patent solutions, which may be used 
definitely to measure values. The study 
of appraising is, therefore, very fre- 
quently disappointing to those who 
take it up for the first time. Such per- 
sons often become very impatient be- 
cause they are not given rules and ta- 
bles, the use of which would readily 
and easily furnish the answer to their 
quest for values. Economic laws or 
rules exist only in a statistical sense. 
They do not operate with the certain- 
ty of the laws governing more exact 
sciences, such as chemistry, physics, or 
mathematics. Economic society and 
conditions are, furthermore, constant- 
ly changing. Without doubt, the diffi- 
culty of formulating specific rules and 
laws governing land appraising may 
account in a great measure for the 
fact that this phase of economics, i. e., 
the study of land, has been so much 
neglected by both economists and the 
real estate fraternity. 


Land Study Neglected 


Land has seemed so obvious—so 
easy to understand—why bother much 
about investigation? Unfortunately 
this attitude still exists to some extent 
among those who have assumed the 
role of advisers. It was the general at- 
titude of most people until a few years 
ago. There is probably some excuse 
for this. Thousands of books have been 
written concerning commodities and 
securities generally bought and sold in 
the marts of the world. Almost every 
industry has its own literature. Land, 
Mother Earth herself, from whence all 
things come, alone has remained un- 
sung —has had no literature, except 
for some academic discussions by our 
early American economists, which re- 
volved mainly around Ricardo’s rent 
theory and the Malthusian theory of 
over-population and underproduction 
of food stuffs. Very little of a construc- 
tive nature has otherwise been written 


in regard to real estate until compara- 
tively recently. 


Tables and Formulae 


More or less successful attempts 
have also been made to work out 
curves and tables designed to give ap- 
praisers a formula for use in estimat- 
ing present worth from predicted fu- 
ture income. Such devices may be of 
some help. They show at least that the 
student of the subject is earnestly try- 
ing to find some more or less reliable 
solution. Had we accumulated ade- 
quate data extending over a consider- 
able period of time showing the actual 
average earning life of, say, apart- 
ments; what fluctuations had oc- 
curred under varying conditions in the 
rentals from such apartments as they 
grew older, etc., etc., we should be 
able to work out reasonably reliable 
curves, graphs, or tables to guide us 
in our predictions as to future income 
which we could expect from different 
types of apartments under varying 
conditions. Such data, however, are 
not available, and we shall have to do 
the best we can with such data as we 
have at hand. 


I believe we shall agree that it will 
be necessary to renovate and modify 
to a considerable degree real estate 
appraising as it has been practiced. 
The old order must go. It has proven a 
dismal failure. A better technique 
must come into general use based on a 
knowledge of sound economic princi- 
ples. Furthermore, in order to secure 
general acceptance of sounder meth- 
ods, they must be simplified as much 
as possible. 


We may help this along by using, 
wherever possible, methods and expe- 
riences with which the public is more 
or less familiar, provided such meth- 
ods are sound in principle. 


May we not take a page out of the 
book of experience of banks, mortgage 
companies, and other investment com- 
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panies, who have to deal with the 
same problem—that is, with the vary- 
ing and uncertain income from differ- 
ent kinds of securities? 


Conservative investors in securities 
have, I dare say, given more thorough 
study and thought to their investment 
problems than we have. They have set- 
tled down to a method whereby they 
designate their estimate of the sound- 
ness of securities by allocating to such 
securities a rate of yield reflecting the 
estimated risk. That is, their estimate 
of the certainty of interest return, and 
the liquidity of the principal are given 
expression in the rate of the return 
which they demand from the secur- 
ities purchased. 


Risks of Lender and Purchaser 


A conservative mortgage we usual- 
ly consider as consisting of 50 per cent 
of the appraised value of the proper- 
ty; and such a margin is as a rule en- 
tirely safe. Suppose the property in 
question were an apartment, and we 
desired an additional loan represent- 
ing half of the remaining equity. We 
would likely have to pay at least 12% 
for such a loan. Suppose further, that 
we had a third mortgage covering the 
remaining 25% of the appraised value 
of the apartment. We would, I believe, 
have difficulty in selling it, even if it 
showed a yield of 24%. In other words, 
in order to dispose of mortgages cov- 
ering the total cost to the buyer of 
such a property, the average yield 
from such a mortgage would have to 
be at least 12%. This we believe would 
not be exorbitant, and still some of us 
appraise an apartment on the basis of 
an 8% net return on the building and 
a 6% return on the land, reckoning 
the same on the earnings from the 
property when the improvements are 
new. 

The purchaser of the _ securities 
would be better off than a purchaser 
of the property, as he would have as 
his security, in addition to the prop- 


erty, the responsibility of the mort- 
gagor as well. 


If a 12% net return would be a fair 
rate in the case where a 100 per cent 
loan is placed on the property, why 
should it not be the same where the 
property is bought outright and where 
the risk may be even greater? 


Forecasting Risks 


Instead, therefore, of attempting in 
an appraisal of real property to esti- 
mate and to designate in dollars the 
future income spread, we may obtain 
approximately the same results by es- 
timating from all available data the 
probable hazards incident to owner- 
ship of the particular property under 
consideration, and reflect such haz- 
ards in our capitalization of the pres- 
ent warranted net earnings from the 
property, using a rate percent reflect- 
ing the estimated future risks. The two 
methods are in principle the same, but 
one is easier and simpler of practical 
application. 


This procedure, besides being sim- 
ple of application, has the further 
merit of forcing the owner, prospec- 
tive buyer, or lessee to a consideration 
of the investment risks involved. The 
item of adequate rentals would as a 
result be looked into more carefully. It 
will be found an effective antidote 
against reckless and_ ill-considered 
building. 


Either system pre-supposes the un- 
biased weighing of the extensive data 
necessary to arrive at a warranted 
conclusion as to what interest rate to 
adopt, or what income spread to ex- 
pect. 


The example shown is perhaps too 
curtailed amply to illustrate the ap- 
praisal procedure suggested here. The 
property appraised is an apartment. 
The risk involved in the investment in 
an apartment is quite considerable. 
One of the essential things in the ap- 
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praisal of an apartment is to break it 
up into its component parts, that is, to 
list separately the items shown in col- 
umn A in Table I. 


The percentage selected to represent 
the investment risk involved will de- 
pend upon the type, use and quality 
of the buildings and equipment. The 
estimated length of the earning life of 
building and equipment will depend 
largely on the same factors. Both the 
risk and the economic life will also 
depend to a considerable degree on 
the location and environment of the 
property. 


TABLE I. 


General Tables Suggesting Interest Rates Reflecting 
Varying Risks and Varying Economic Life 


A B c 
Improvements and Interest Rate Estimated 
Component Parts Reflecting Economic 

Risk fe 

- Building Investment 

(Including Pre-Organ. 

Expense) 8% to14% 10 to 45 yrs. 
. Furniture and 

Furnishings 11% to15% 6 to 12 yrs. 
. Refrigeration Equipment..10% to 15% 7 to 16 yrs. 
. Heating Equipment 10% to14% 8 to 25 yrs. 
. Elevator 10 to 30 yrs. 
- Hot Water System 6 to 20 yrs. 
. Miscellaneous riebeOPR 8 % to 14% 
. Land 4% % to10% 


These items have a different life ex- 
pectancy, and therefore a distribution 





of earnings should be made to these 
several parts to take care of this as 
well as to reflect the respective risks 
involved. 


The fact that the furniture must be 
replaced on the average of three times 
during the life of the building should 
make plain the incorrectness of throw- 
ing this item in with the building and 
capitalizing it as part of the general 
improvement. The same holds for the 
other items in column A. 


Column B lists interest rates applic- 
able to different types of properties. 


Below we show application of the 
method of capitalizing the present 
warranted net income, using varying 
rates per cent to represent the future 
hazards or risks. 


The building and component parts 
are made to yield the estimated neces- 
sary percentage returns, assuming 
that the improvement is a proper one. 
If the improvement is not a proper 
one, use the procedure indicated in 
paragraph 2 below. 


The property is a new apartment of 
average type in a fairly good location. 


TABLE II. 


Warranted Present Gross Annual Earnings (may be average returns from similar apartments sim- 


$ 93,110.00 





ilarly situated) 





Total deductions—Operating Expenses (Including taxes and assessments) 39,630.00 


Net annual warranted present earnings before amortization and interest charged on investment. $53,480.00 


A 


SPECIFIC APPLICATION OF COLUMNS B AND C 
E F G H 


Improvements and Reproduc-_ Econ. Life Sinking Annual Int. Rate Amt. of 


Component Parts tion Cost ofb 


uilding Fund Charge-off Reflect- Interest 


etc. to Retire ing Risk 


- Building Investment 

(Including Pre-Organ. Expense)... —_ 500.00 
. Furniture and Furnishinggs............ 2,000.00 
- Refrigeration Equipment 7 000.00 
- Heating Equip t 3,600.00 
. Elevator 
- Hot Water System 
- Miscellaneous Equipment 








$350,500.00 
- Land 36,000.00 


$386,500.00 





Investment 

30 yrs. x $5,286.95 $29,650.00 

8 yrs. a 4,557.84 5,460.00 
10 yrs. . . 240.00 
17 yrs. 
15 yrs. 
10 yrs. 
15 yrs. 


$10,502.87 $36,514.00 





Net annual earnings before amortization and interest $53,480.00 
Amortization of Building and Equipment—Column G $10,502.87 


Interest on Building and Equipment—Colum 


8% return on Land 





nK 36,514.00 47,016.87 


$6,463.13 
$2,880.00 











$8,583.13 





Surplus 


1. The risk element would be greatly reduced if the property were a retail store in a well-develo metro- 
politan business district, and would be reduced still more if such property were located in a fast developing new 


business section. 





RELATION OF VALUE TO THE PURPOSE OF THE APPRAISAL 115 





2. Should there re to be an over-improvement, and the improvement, as a consequence be made residual, 


the reduction shoul 


be applied to the building alone (Item 1), not to the other items. If we buy an elephant to 


do the work of a horse we will have to pay for the harness and feed him, no matter how little work he does. 


3. The Surplus item is a very vulnerable one. A fewvacancies will do away with it, and if it is very large, 
competition will take care of that. The ideal way would be to set it aside as an “old age” account. The more 


practical procedure would probably be to capitalize it, say, at 25 per cent or more, 


allocate this additional capital value to the land. 
4. It will be noted the appraiser’s jud t is 


as the risk is great, and 


tantly drawn upon, particularly, in the selection of the 





interest rate to reflect the risk, and in the estimation of the duration of the economic life of the building and 
of its component parts. No suggested set-up should be accepted by an appraiser as a formula or inflexible rule 


applicable to all situations. 


Why the Large Percentages? 


I do not believe that a lender who 
understands the risk involved would 
make a 100% loan on any apartment 
at a rate of less than 10%, nor on the 
furniture at a rate of less than 11%. 
There is no reason why the owner 
should assume a greater risk than such 
a lender, although in the large major- 
ity of cases he actually does to his ul- 
timate grief. As pointed out, an own- 
er really takes a greater risk than a 
lender and should therefore demand 
an even greater minimum return. I be- 
lieve this to be true in spite of the con- 
tention that because the owner enjoys 
the possibility of a speculative in- 
crease, he should be content with a 
smaller immediate return. Apart- 
ments, as well as all other residential 
property, cannot be classed as enhanc- 
ing or speculative properties; quite 
the contrary. This we shall discuss fur- 
ther on. 


For this reason the owner should 
demand from such a property a return 
at least commensurate with what a 
lender would demand from a similar 
property under similar conditions. The 
situation becomes quite different when 
the investment involves a _ business 
property in the path of the city’s di- 
rectional growth, where the enhance- 
ment of the property will be almost 
certain to take place. 


When the Land Is Residual 


Referring to the brief set-up above, 
inasmuch as the improvement appears 
to be a proper one, the land value 
should be made residual, that is, after 
deducting operating expenses, amor- 
tization, and proper interest return on 


reproduction cost, the net remaining 
return is imputable to the land. 


Inasmuch as similar land in the 
neighborhood may be bought for $36,- 
000, and anyone with the means may 
reproduce the improvement at the 
costs shown, the land value will be 
designated as being $36,000. Anything 
left over after the reasonable return 
from this land, say at 8%, should be 
designated as surplus,—a very elu- 
sive and vulnerable item if produced 
from a property which has little or no 
“turn-over’’, as is the case with prac- 
tically all residential income proper- 
ties. Two or three vacancies will wipe 
out the surplus and may create a def- 
icit. Eight percent should be the mini- 
mum return demanded from land im- 
proved with residential income, as 
such land decreases in value with the 
improvement, unless it should be for- 
tunate enough to come into a higher 
use. 


Apartment house sites need not be 
confined to certain specific spots as are 
high-powered retail sites. In fact an 
apartment would be better off some 
short distance away from busy and ex- 
pensive street frontages. The some- 
what secluded residential properties 
are increasing in demand. 


When Improvement Is Improper 


Now let us assume that the effective 
gross income would be $73,110.00 and 
the land value $46,000.00, the expens- 
es of operation remaining the same, 
that is $39,630.00. This would leave a 
net of $33,480.00 which would fall 
considerably short of the required 
earnings to take care of all charges ac- 
cording to our set up. This would indi- 
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cate that the improvement was not a 
proper one, assuming that the land 
value can be justified. In this case the 
improvements would properly be 
made residual. 


The residual building value (that is 
the warranted earning value) may be 
found by subtracting from the net in- 
come from the buildings alone, the sink- 
ing fund factor, and dividing this by 
the capitalization rate. 


In other words, our residual build- 
ing value (V) will equal earnings from 
buildings alone (1) minus sinking fund 
factor (SF x V) divided by the rate 
reflecting risk (R) or 

; I - (SF x V) 
onan nae ea la 
R 
RV =I - (SF x V) 
RV plus (SF x V) =I 
V (R plus SF) =I 
I 


V eee 
R plus SF 


The net return from buildings alone 
is $17,720.08. This figure is found by 
adding together the sinking fund and 
interest return from all items in col+ 
umns G and K except the first item in 
each column, and adding to this sum 
8% on the land ($3,680.00). 


Using formula above |Substituting in form- 
we have: ula: 
V=? $17,720.08 
I = $17,720.08 | pe eee 
R = 10% or .10 .10 plus .01783 
SF — .01783 (factor $17,720.08 
for 30 years) |V =——————— 
.11783 
V = $150,386;+ = The 
residual building value 





Properties In Mid-Life 


This method of finding the residual 
value of the improvement lends itself 
very aptly to calculating the value of 
buildings at any stage in mid-life. A 
building, new or old, is at any time 
worth what it will consistently earn. 
The procedure of finding a “‘replace- 
ment” value of an old building is real- 
ly a ridiculous performance because 








we know very well that there is really 
no such a thing as actually reproduc- 
ing an old building. It would cost very 
nearly. the same to replace an old 
building as it would to build a new 
one, and no attempt would really be 
made to do so. The land value would 
have to be more or less the demand 
price for similar land, similarly locat- 
ed. If the earning ability of the land 
appeared to be rather doubtful, cap- 
italize it accordingly. 


The properly capitalized residual 
earnings would represent the present 
value of the building. From its condi- 
tion and probable future earning ca- 
pacity, its remaining life should be de- 
termined. Due regard must of course 
be given to the condition of the plumb- 
ing and other equipment, as to their 
respective remaining life expectancy, 
renewals, etc. Otherwise handle the 
sinking fund and capitalization of 
building and equipment as suggested. 


It will be found to be a much sound- 
er and safer method of ascertaining 
the actual basis for loans, investments 
through purchase, taxation, or for any 
other purpose, where actual warrant- 
ed value is desired. It will furthermore 
eliminate a great deal of the juggling 
which is ndw going on in connection 
with the appraisal of old buildings. 


Designating “replacement cost” as 
the value of old buildings is equivalent 
to trying to fix a replacement value on 
second-hand merchandise, which is all 
that old properties are, at least outside 
of the high-powered districts. 


Old and second-hand merchandise 
have value only as they can be con- 
sumed or used by people who buy sec- 
ond-hand or old goods. An old thirty 
room house will not sell for more, as a 
rule, than an old eight or ten room 
house, unless it happens to be in a 
rooming or boarding house district. 


There is a striking similarity beween 
the use, old-age value, etc. of single resi- 
dences and family cars, and between 
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multiple dwellings (residential in- 
come) and passenger busses. Give it 
some thought. 


In general, it is the remaining use 
value which determines the warrant- 
ed value of any old property, and such 
value is seldom indicated by the re- 
production cost, less physical depre- 
ciation. 


Any accumulated sinking fund, 
which is only a paper item as a rule, 
would of course belong to the party 
owning the property during the ac- 
cumulation of such sinking fund. It 
will seldom be found sufficient to cov- 
er the physical and economic depre- 
ciation. 


Preliminary Data 


As a preliminary to any appraisal, 
the following, therefore, becomes nec- 
essary : 


1. Classify the property, as to nature 
and extent of incomes, which may be in 
the form of — 


A Money (rents). 


B Amenities (Comforts, pride of own- 
ership, and other satisfactions). 


C Business profits. 


This will determine method of pro- 
cedure. 


2. Next determine whether the in- 
come is likely to increase, diminish, or 
remain constant. This will determine the 
capitalization rate. 


8. Finally we must estimate the earn- 
ing life of the property. This will fix the 
duration of the flow of the income and 
the amount of the annual sinking fund 
necessary to amortize the investment in 
the building during its earning life. 

All properties having a money in- 
come, or those properties which may 
be easily converted into money income 
properties, should be appraised by an 
analysis of such income, with due re- 
gard to future income increase or de- 
crease inherent in the type of proper- 
ty appraised. 


When Income Is Incommensurate 


When the income from a property 
is rendered directly to an owner in the 
form of amenities or business profits, 
a definite capitalization of the income 
becomes difficult, if not impossible. If 
the improvement is a proper one, we 
proceed to designate the cost involved 
in securing another similar physical 
property of like utility as the value of 
such property. The so-called “replace- 
ment value” is a very nebulous thing. 
We have already referred to this. 


In some cases we may compare the 
property to be appraised with other 
similar properties which have a defi- 
nite money income, or which have in 
some other way established a mbre or 
less definite money value. 


Among properties which come un- 
der the head of having incommensu- 
rate incomes are: 


1. Houses in which owner lives. 

2. Manufacturing plants owned by the 
manufacturer. 

3. Railroad terminals and rights of way. 

4. Properties owned by a group of peo- 
ple, such as churches, clubs, etc. 

5. Properties owned and used by the 
municipality, state, and national gov- 
ernments, such as schools, libraries, 
parks, etc. 

Some properties yield their income 
to owner both in the form of money 
income and as amenities,—a farm, for 
example, on which the owner lives. 


An appraisal for insurance purposes 
should obviously be made on a repro- 
duction cost basis, less a certain allow- 
ance for physical depreciation. Insur- 
ance companies accept the risk on that 
basis and must therefore pay on that 
basis. Eventually, no doubt, insurance 
companies will give more considera- 
tion to the income value of the prop- 
erties accepted as risks. 


Enhancing, Static, and Receding 
Properties 


It is important that we learn to dis- 
tinguish between the various types of 
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properties, such as those which have 
enhancement value, and those which 
have no enhancement or speculative 
value. Residential units, whether sin- 
gle or multiple, have their highest 
earning value when new. From then 
on the trend is downward, with prac- 
tically no exceptions, unless the dis- 
trict changes to a higher use. 


A Wasting Asset 


An apartment built for a hundred 
people will house not more than a hun- 
dred people, no matter how much or 


‘ how well the surrounding territory 


builds up; while a store which has a 
hundred customers a day, when it first 
opens up in a coming district, may 
eventually serve several thousand per 
day, when the district becomes more 
fully developed, with the consequence 
that the merchant is able to pay a 
greatly increased rent. It is simply a 
matter of “‘turn over’’, as the merchant 
will say (there is, by the way, a good 
deal to be said on “turn over” in real 
estate utilization). 


Property in the “downtown” comes 
under the stabilized or static classifi- 
cation, the general tendency being to- 
wards lower value levels because of 
decentralization which is rapidly tak- 
ing place in most cities. With a change 
in the value of the dollar, rents and 
sales prices may nevertheless show a 
higher level than at present. 


“Business” Frontage 


When talking about business prop- 
erty we have no reference to the miles 
of frontage along outlying streets and 
boulevards that have been zoned for 
business and sold by high-pressure 
methods. One Western city of 20,000 
has 60 miles of such frontage zoned 
for business. This city is actually using 
21% miles of the sixty. Such business 
frontage has little value. 


Other Factors Which Influence Values 


It is often stated that land values 
always increase with the growth of 
population. That is true, generally 
speaking, but we must know just 
where such increase takes place. 


With the advent of the automobile 
the limits of every large city were 
flung out from five to ten miles, with 
the result that the intermediate dis- 
tricts, that is, the districts lying be- 
tween the old metropolitan center and 
the newly established districts, be- 
came blighted. This means that such 
intermediate districts have ceased to 
grow, and that very little renovation 
of the old improvements has taken 
place. These intermediate districts, 
composed largely of residential prop- 
erties, already somewhat along in 
years, have largely been abandoned 
by the original owners and have be- 
come almost entirely rental districts. 
When transportation became rapid 
and convenient, people seemed to pre- 
fer to live farther out. Here in our 
country people like new things. We do 
not seem to care much for tradition. 
We seek the latest, the most conveni- 
ent, and most up-to-date. The century- 
old houses of the old countries have 
no appeal to the American home own- 
er. We much prefer the more conve- 
nient and better arranged modern 
homes. So we flock to the new sections 
of the city, which as a consequence are 
built up with incredible speed in cities 
like Los Angeles, where the popula- 
tion influx has been, and still is, very 
large. 


Yes, values do increase with the 
population, but such increase takes 
place almost entirely in the rim of the 
large city. It therefore becomes im- 
portant to those who buy real estate 
for speculation or investment that they 
study the city’s directional growth, so 
that their purchase may be in the path 
of such growth. : 
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City Growth May Affect Some Districts 
Adversely 


The fact is that the faster a city 
grows, the faster it moves away from 
the old centers, and the more rapidly 
the rim of the city increases in impor- 
tance —largely at the expense of the 
intermediate districts. These interme- 
diate districts unfortunately become, 
as stated, more or less blighted. Con- 
tributing to such blight in the inter- 
mediate districts, are assessments lev- 
ied on abutting properties for the pay- 
ment of arterial highways passing 


through districts. Heavy automobile: 


traffic through a residential district, 
especially an older one, tends to bring 
down values. It is true that there are a 
few business enterprises which may be 
able to capitalize automobile traffic, 
such as markets, sandwich shops and 
automobile service. stations, but the 
presence of these in turn will often 
further depreciate adjoining residen- 
tial properties. 


Arterial roads connecting the out- 
skirts of the city with the “down town” 
should, in all fairness, therefore, be 
paid for out of a general fund or by 
those most directly benefitted. 


What Shall We Do With the Static 
Intermediate Districts? 


There is no doubt but that these in- 
termediate districts represent as yet 
an unsolved problem. The recent gov- 
ernment census report would seem to 
indicate that most of the “down 
towns” of our large cities have had 
their growth. It isa question how much 
further the decentralization will con- 
tinue to take place. Some land econo- 
mists, assuming that metropolitan cen- 
ters will at least hold their own, seem 
to think that our next large move will 
be in the nature of a renovation and 
rehabilitation of these intermediate, 
more or less blighted districts, and 
suggest that possibly there will be no 
further need for additional sub-divi- 


sions in our large cities, as the vacant 
lots and the renovated, blighted dis- 
tricts will take care of the future 
needs. Others who have also given the 
matter study, are of the opinion that 
the exodus to the outlying districts 
will continue and that the old metro- 
politan districts will, with a conse- 
quent further decay of the blighted 
intermediate districts, become of less 
and less importance. 


Possibly there are some social ad- 
vantages which may, to some extent, 
counterbalance the economic loss in 
the blighted districts. Where, for in- 
stance, would the man of limited 
means, but with a large family, whose 
work makes it necessary that he be 
near the “downtown”, find an ade- 
quate place to live in, if some of these 
large, well-built homes (of which 
there are so many in the intermediate 
districts), were not available at rent- 
als well within his means? Further- 
more, mothers with many dependents 
would find it quite difficult to earn a 
sustenance for themselves and fam- 
ilies, except for the fact that they may 
rent these old large homes close in, 
and in turn relet or keep boarders. 


Many students of land economics 
believe, furthermore, that the hereto- 
fore almost uninterrupted increase in 
land values will not continue from now 
on, basing their conclusion on the dim- 
inishing birth rate, and the check on 
immigration. 


This probably will be more true of 
the Eastern part of our country than 
in the extreme Western part, to which 
the population influx is still very pro- 
nounced. In any event, they are prob- 
lems which invite our most serious 
consideration. 


Our Fluctuating Dollar and Real Estate 


There is perhaps nothing that suf- 
fers so much from our fluctuating dol- 
lar as real estate, — that is in a falling 
market. To illustrate: If you had a 
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mortgage on your home for $10,000 
dated 1920 and running for 12 years, 
which would make it come due in 
1932, you would be required to pay it 
with a dollar worth approximately 
two and one half times the dollar 
which you borrowed. In terms of the 
purchasing power of 1926, the dol- 
lar of 1920 was worth approximately 
64 cents. It is now worth $1.68. In 
other words you will be required to 
pay an equivalent of $25,000 to liqui- 
date your $10,000 loan. If the loan 
had been made in 1926 it would cost 
you approximately $16,000 to liqui- 
date it now, and so on. 


Our taxes have this year been re- 
duced in our city (Los Angeles) pos- 
sibly 18%, largely through the good 
offices of our local Realty Board. We 
have still far to go to make our taxes 
equal those of, say, 1920, even though 
we may be paying somewhat less in 
dollars and cents. The fact is however 
that most of us are paying more in 
dollars and cents for our taxes, be- 
sides paying them with a dollar worth 
a great deal more and which is a great 
deal harder to get. Furthermore there 
has been no reduction, generally 
speaking, in the price of public util- 
ities, including water, gas, electricity, 
or telephone, although the rates were 
established when the dollar was worth 
less than half of what it is today. 


Our taxes, local, state, and national 
have multiplied over six times in the 
last twenty years, so that today more 
than thirty cents out of every dollar of 
our national income goes for taxes. 
This concerns the owner of real prop- 
erty particularly, as the large part of 
all taxes comes from taxes on real es- 
tate. 


Indeed ‘our rubber dollar and iron 
debts” concern the Realtor most vital- 
ly. It is something that the public gen- 
erally does not understand. Few real- 
ize that if they can sell a property for 
$7,500 today which cost them $10,000 


in 1926, or $12,000 in 1920, that they 
are making money, provided the prop- 
erty has carried itself in the meantime. 


To the public a dollar is a dollar. It 
wiil therefore be very difficult to put 
across the idea of a stabilized dollar 
for a long time to come. 


The appraiser however should call 
attention to the very high purchasing 
power of the dollar at the present time 
so as to help ease the blow when the 
appraisal reveals a very decided re- 
duction in the apparent value of the 
property. 


Present Day Reported Prices Not 
Reliable 


During the present depression, as in 
other similar depressions sales prices 
reported by buyers and sellers are apt 
to be unreliable. They often involve 
direct exchange of properties, fre- 
quently without any money considera- 
tion whatsoever. Owners of property 
instinctively avoid admitting that their 
judgment had been at fault when they 
acquired certain properties for them- 
selves or sold them to others. So they 
“swap” properties, both parties usual- 
ly putting a fancy price on the respec- 
tive properties exchanged. It is like 
the old lady with the $10,000 dog. She 
insisted that the dog was worth $10,- 
000. One day she announced beaming- 
ly that she had sold him. “For cash?” 
asked the incredulous friend. ‘“‘No, not 
exactly,” she replied, “I got two $5,- 
000 cats for him.”’ 


The mischief of such transactions 
lies in the incorrect information con- 
veyed to the uninitiated about selling 
prices of real estate. Other owners are 
led to believe that the transactions 
were for cash, with the result that they 
continue to “hold” their properties, at 
unwarranted prices, thus contributing 
to the frozen condition of the real es- 
tate market. 
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Real Estate Ready To Do Its Part 


Real Estate always stands ready to 
yield its utmost, but we must under- 
stand its limitations as well as its pos- 
sibilities. If we buy a small horse on 
the strength of a statement, made by 
the salesman, that the horse can pull 
a hundred tons, which of course he 
cannot do, it is not the fault of the 
horse. 


So when we expect real estate to 
produce many times its highest capac- 
ity, we are going to be disappointed ; 
but we should not blame real estate, 
because of our failure to know its lim- 
itations. 


Is it not time that we get over the 
idea that telling the truth about real 
estate is detrimental to it? Quite the 
contrary. No type of investment can 
stand the truth better than real estate. 
However, in order to tell the truth we 
must know the truth. 


May we not here take another les- 
son from our friends who deal in list- 
ed securities. The earnings and condi- 
tions of the institutions whose secur- 
ities are offered to the public are an 
open book to investors. The earnings 
of each institution may be ascertained 
by anyone who desires to find out so 
that he may be in a position to know 
whether to invest or to speculate. 


“Is there anything of equal impor- 
tance we know so little about as real 
estate?” Persisting in recording the 
consideration involved in our real es- 
tate transactions as being “$10.00 and 
other valuable considerations” does 
not add to our enlightenment in regard 
to real estate sales prices, data which 
we so sorely need. 


Exploiters Take Advantage 


If real estate could be assigned its 
logical value, based on its income 
yield, we should have not only the saf- 
est possible investment, but also a 
comparatively liquid one at all times. 


There are places in Europe where a 
man may sell his real estate at any 
moment at a discount of not over 10 
per cent from the price he paid for it. 
A general acceptance of sound ap- 
praisal practice must of necessity pre- 
cede such a situation, and this involves 
the education of the general public of 
what constitutes sound values. 


Because investments in real estate 
and real estate securities are basically 
so sound, the mortgage racketeer and 
exploiters have taken advantage of 
this fact, and have used real estate as 
a vehicle for their nefarious practice. 
This has been made possible because 
of the general inadequacy of knowl- 
edge possessed by the average inves- 
tor, and his seeming unwillingness to 
take proper counsel in matters of this 
sort. 


As chairman of an investigating 
committee formed to check the activ- 
ities of some racketeering receivers of 
a large defunct Mortgage Co., which 
committee secured the indictment of 
said racketeers, I have had an unusual 
opportunity to study at first hand the 
real estate mortgage racket which has 
flourished so prolifically the past few 
years. Some eighteen million dollars 
were involved and thousands of de- 
frauded security holders. I am satisfied 
that if in the first place the investors 
had consulted competent appraisers 
and counsellors who understood real 
estate values, they would not have 
bought the bonds offered. The bond 
issues in many cases represented 
120% of the actual values of the prop- 
erties. Not content with this, the Mort- 
gage Co. induced the bondholders to 
exchange their bonds for stock of ab- 
solutely no value. The officers are now 
serving time in San Quentin. But this 
does not reimburse the poor defrauded 
investors. The advertising of the Mort- 
gage Co. had in big letters on its cir- 
culars “Ask any Bank or Banker’. 
Our bankers protested, but people 
bought the 8% bonds nevertheless. 
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With all the fraud and racketeering 
connected with these bond issues, 
those who refused to exchange their 
bonds for stock are salvaging an aver- 
age of 40% of their investments. Com- 
pare this with the salvage secured 
from the bluest of listed “‘blue chip” 
stock bought on the stock exchange 
before 1929, where salvage, if any, 
seldom amounted to over 10%. 


Educational Movements 


There is a healthy movement all 
along the line towards a better under- 
standing of real estate and its possi- 
bilities. There is, in fact, very little ex- 
cuse for ignorance today. Universities 
everywhere are giving short night 
courses and correspondence courses. 
Some excellent books on the subject 
have also recently been published. It 
is rather a strange fact that authorities 
who have to do with the dissemination 
of knowledge pertaining to real estate, 


have so little recognized the impor- 
tance of the economic side of real es- 
tate study, emphasizing almost exclu- 
sively the legal angle. The legal phase 
is of course important, as it has to do 
with the security of ownership, while 
the economic side has to do with the 
right use of real estate to enable it to 
yield the greatest return in money or 
satisfaction to the owner. This eco- 
nomic phase of the subject will be 
more and more emphasized in the fu- 
ture, as property owners begin to real- 
ize the relatively greater importance 
of this part of the subject. 


The present day trend for owners 
and brokers to get into closer relation- 
ship is also a very healthy step. Before 
long — owners, brokers, builders, ma- 
terial men, the financing and other 
agencies having a part in developing 
real estate — will join hands in a com- 
mon cause. 


e¢ ¢ ¢ 


Excerpts from Mertzke’s Real Estate Appraising 


“It is only by a separate valuation 
of the land and the improvements that 
we can demonstrate whether or not 
the improvements are properly or 
poorly suited to the site.” 


“In order that the combination rep- 
resented by a house and lot may have 
the maximum value, it is necessary 
that the improvements be properly 
proportioned to the lot and its sur- 
roundings. Either too costly or too 
cheap a dwelling will be worth less 
than its cost of construction.” 


“The real cause of the obsolescence 
of a residence is not the type of occu- 
pancy but the gradual shifting of the 
property from residential to commer- 
cial or industrial use. Lower grade oc- 
cupancy is a consequence of change in 
use, attracted by lower rentals.” 


¢ 


¢ 


“Market value of dwellings will 
tend to correspond to their original 
cost only when: (A) costs of construc- 
tion remain practically the same, (B) 
dwellings are well suited to their 
sites and to the neighborhood, and 
(C) are sufficiently standardized in 
style and design to satisfy typical 
home buyers.” 


“Increasing building costs will tend 
to bring about increasing values of 
buildings, whereas falling costs will 
tend to result in a decline in the value 
of buildings.” 


“In computing the cost of a stand- 
ard cubic foot of dwellings of a certain 
type in any given city it is necessary to 
base the average on a sufficient num- 
ber of similar houses to assure a fair 
average figure.” 


¢ 





Condemnations 
By Harry E. GILBERT, M. A. I. 


tion of properties to be taken 
under the exercise of the power 
of Eminent Domain is of great impor- 
tance to the real estate appraiser. It is 
also important to the property owner 
and the public. Especially, since ap- 
praisers differ among themselves and 
our Courts are not in entire harmony 
in their methods and decisions, the sit- 
uation demands and is worthy of 
thoughtful study on the part of the 
Realtor appraiser. This is the more ur- 
gent since condemnation cases have 
increased so greatly in number and 
importance in recent years. 


(Ction of procedure in the valua- 


Our cities have grown rapidly; 
modes of travel have changed; public 
service corporations have increased in 
numbers and in scope of operations; 
all these things, with subsequent 
changed conditions, have called for a 
large number of condemnation cases. 
Probably, the largest number are the 
result of street openings and widen- 
ings for relief from traffic congestion; 
but there are also thousands of pro- 
ceedings for acquiring land for public 
buildings, parks, playgrounds, the 
elimination of grade crossings, rights 
of way for railroads, transmission 
lines, pipe lines, and many other pub- 
lic uses. 


All these cases, not only those tried 
in Court, but the vastly greater num- 
ber compromised and settled out of 
Court, require the services of the Real- 
tor appraiser. 


Eminent Domain 


The right of Eminent Domain rests 
- upon the Common Law theory of orig- 
inal proprietorship in the State and is 
considered theoretically as so much of 
the original proprietorship retained 
by the Sovereign power in granting 


lands or franchises to individuals or 
corporations. It is a right inherent in 
the State and necessary to the proper 
functions of Government. The Consti- 
tution of the United States and the 
Constitutions of the several States pro- 
vide for the exercise of this right. 


It is therefore not a new invasion of 
the rights of the individual such as we 
find in matters like building regula- 
tions, city planning, and zoning. These 
latter cases rest upon the Police Power 
which our Courts have had a tendency 
to broaden as the more complex condi- 
tions of society demand. We departed 
long ago from the idea that a man may 
use his property as he pleases. The use 
of property in such manner as to cre- 
ate a nuisance has never been tolerat- 
ed in built up communities. The indi- 
vidual must be content to have his 
rights subrogated to the welfare of 
the community. 


Two things are definitely required 
in order to compel the surrender of 
private property to the State or its 
agency under the power of Eminent 
Domain: First, it must be shown that 
there is a public necessity for the tak- 
ing of the property; and, Second, just 
compensation must be paid the owner 
before the actual taking. The first re- 
quirement is in the province of the 
Court; the second, which involves the 
amount of money representing just 
compensation, concerns the Realtor 
appraiser. 


Valuations Differ Greatly 


One would naturally suppose that in 
Condemnation Appraisals where the 
valuations are likely to be given under 
oath by the appraiser on the witness 
stand, there would be no great differ- 
ence in the figures given by the wit- 
nesses for plaintiff and defendant. 
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Unfortunately, the very opposite is the 
case. Appraisals for no other purpose 
differ so widely as those we often hear 
given by so-called expert witnesses on 
the stand in condemnation cases. 


While some of this difference may 
be accounted for by the lack of proper 
and sufficient data and the use of 
wrong appraisal methods, more fre- 
quently, and to a greater degree, I 
fear, the cause lies in an effort on the 
part of the appraiser to satisfy a client 
and a disregard of the sanctity of an 
oath. An unscrupulous appraiser may 
rely on the fact that it is difficult to 
prove that the expressed opinion of a 
witness is really not his opinion; but it 
should somehow be brought home to 
him that he is just as guilty as the fact 
witness who perjures himself. I can 
think of nothing that brings our voca- 
tion into more disrepute. 


Market Value 


The term “fair market value” which 
has had many definitions, judicial and 
otherwise, must have a practical appli- 
cation in the determination of just 
compensation in condemnation cases. 


Alfred D. Bernard in his book on 
Principles and Problems of Real Estate 
Valuation gives as the four cardinal 
factors of value in real estate: 


Location, which includes access. 
Utility, capacity as well as kind. 
Shape. 

Size. 


In my judgment, all of these facts 
may be included in the second one, 
Utility, since location, shape, and size 
are all reflected either in the nature 
of the use or the intensiveness of the 
use of a parcel of real estate. The final 
test of value in any property lies in its 
use. The oft-quoted decision of Chief 
Justice Brewer in 1894 in the case of 
C.C. C. and St. Louis vs. Backus gives 
us the highest authority for the use 
standard in the determination of value 
in real estate. These are his words: 


The value of property results from the 
use to which it is put and varies with the 
profitableness of that use, present and 
prospective, actual and anticipated. There 
is no pecuniary value outside of that 
which results from use. The amount and 
profitable character of such use deter- 
mines the value. 


The definition of “Market Value’, 
in the Standards of Practice of the 
National Association of Real Estate 
Boards, is in line with the above deci- 
sion. 


The market value of a property at a 
designated date is that competitively es- 
tablished price which at that date repre- 
sents the present worth of all the rights 
to future benefits arising from owner- 
ship. 

While our Courts generally have 
used the term “Market Value” in de- 
termining the ‘“‘just compensation to 
be awarded in condemnation cases, it 
is quite evident that we must go be- 
yond the market value when such 


properties as churches, schools, hospi- 
tals, or other service properties are 
taken under the power of Eminent Do- 
main. There would be no “just com- 
pensation” made to the owner or own- 
ers if the award were limited to ‘“‘Mar- 
ket Value” in such cases. 


A church or school may have no 
greater value on the market than the 
land it occupies, while its beneficial 
use to its owners may be many times 
the value of the site. 


In a recent case tried in the District 
Court in the City of Baltimore in which 
the United States Government was 
condemning a parcel of land improved 
with school buildings belonging to the 
Johns Hopkins Hospital, the Court ad- 
mitted testimony under the Summa- 
tion method-land value as increased 
by the reconstruction cost of improve- 
ments less depreciation, and instructed 
the Jury that they might disregard 
“Market Value” as generally defined. 
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Distinguished from Other Types 


There are only minor differences be- 
tween condemnation appraisals and 
appraisals made for other purposes. 


As to the attitude or frame of mind 
on the part of the appraiser, it should, 
within reasonable limits, be one of lib- 
erality toward the property owner. 
This liberality should certainly be ex- 
ercised within a narrow margin, for 
“just compensation” means justice to 
the condemning party as well as to 
the property owner. At the same time, 
it should be remembered that the 
property owner, whether he is willing 
or not (and often he is quite willing 
though he pretends not to be) has no 
choice in the matter, but must sur- 
render his property. Also, real estate 
valuation is not an exact science and 
any doubts we may have should be re- 
solved in favor of the property owner. 


As a practical matter, this advice to 
be liberal in your figures, if testifying 
for the condemning party, is wholly 
unnecessary, as the witnesses for the 
defendant and the Jury usually take 
care of that situation. 


When the whole property is taken 
in the proceeding, the problem is the 
simple one of appraising it according 
to its type in the same way as for any 
other purpose. When only'‘a part of 
the property, however, is taken, there 
are two appraisals — one, of the whole 
property before the taking and anoth- 
er of the portion remaining after the 
taking and under the conditions as they 
will be after the portion taken is put to 
its new use. 


Difficulties Encountered 


These cases call for the exercise of 
some imagination on the part of the 
appraiser and frequently involve con- 
siderable difficulty. Imagination is re- 
quired because the appraiser must be 
able to visualize the property as it will 
remain after the condemnation work 


is accomplished. In street opening 
cases and others involving municipal 
improvements, he must be able to 
weigh and measure the good effects as 
well as the bad effects resulting from 
the proposed improvements so that his 
after valuation may be fair and reason- 
able. 


Difficulties are multiplied when the 
condemnation lines cut through a 
building, taking a portion of the im- 
provement together with the land. In 
such cases, the value of the whole 
structure may be destroyed or it may 
be possible to repair and remodel the 
building to suit the new conditions. If 
the appraiser has not the necessary ex- 
perience to qualify him in this respect, 
he must rely upon a practical builder 
for this part of his appraisal. 


Special Damages 


Special damages to the property re- 
maining may also be caused by (1) a 
change in the grade of the street af- 
fecting ingress and egress. (2) By de- 
stroying the plottage value of the lot, 
resulting in a lower utility for the por- 
tion remaining. (3) By cutting off ac- 
cess and interfering with light, air, 
etc. as in the building of a viaduct. All 
these problems and many others are 
frequently encountered in condemna- 
tion suits. 


Severance Damage 


In some sections of the country, our 
appraisers employ the method of val- 
uing the whole property, then the part 
taken, and finally the severance dam- 
age to the remainder. This method is 
both more cumbersome and fraught 
with more difficulties than the com- 
paratively simple “before and after” 
method. 


To my mind, there is no need what- 
ever for the severance value method, 
as all damages and benefits are includ- 
edin the more approved method which 
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is rapidly receiving the sanction of 
our Court. 


Net Benefits 
It frequently happens in cases of 
street openings through unimproved 
land that the portion remaining is 
worth more after the street is con- 
demned and opened than the whole 
lot was worth before and our apprais- 
al must result in a net benefit instead 

of damages to the owner. 


Data To Be Considered 


The appraisal of a property under 
condemnation requires the same data 
for consideration as any other apprais- 
al. The careful appraiser, especially if 
he expects to go on the stand to give 
his opinion of values, will be prepared 
with all the information at his com- 
mand to throw light upon the value of 
the property in question. 


He should bear in mind the fact 
that he will be subjected to cross-ex- 
amination by a shrewd lawyer who 
will take pleasure in demonstrating to 
Court and Jury his utter ignorance of 
values and unreliability as an expert 
witness. 


He should have a thorough knowl- 
edge of the property to be condemned 
and be able to describe it as it will be 
after condemnation if a portion only is 
taken. He should be well-informed as 
to the purpose of the condemnation 
and the public improvements to be 
made. He should know all about the 
neighborhood. If residential, he must 
inform himself as to the zoning and 
other restrictions governing building; 
the character and social standing of 
residents; nearness to churches and 
schools; transportation facilities; 
trend of values, etc. 


If the appraisal is to be made on the 
basis of sales of properties of similar 
types, he must not only have accurate 
information with names of buyer and 
seller, dates and prices, but descrip- 


tions of the properties sold, so that he 
may make a comparison with the prop- 
erty under condemnation, explaining 
wherein it is better or worse than the 
property appraised. 


The expert on the stand will be well 
repaid for any extra pains he‘may take 
to prepare himself fully and carefully. 
If he has seen the property ten times 
in the last month, I would still recom- 
mend that he make another visit on 
the morning before he goes on the 
stand. 


A Street Opening Case 


I have prepared a simple case to il- 
lustrate the “Before and After” meth- 
od in a condemnation for the opening 
and grading of a Street in Baltimore. 


The property to be taken is a frame dwell- 
ing house together with a portion of the large 
lot it occupies in a neighborhood of small two 
story brick houses. 


The location is on the North Side of East 
Preston Street about three miles from the 
center of the City, but well within the City 
limits. The neighborhood is one of small, two 
story, six room, brick dwellings built in solid 
rows, each about fourteen feet in width, for- 
ty-five feet deep, and occupying lots from 
seventy-five to ninety feet in depth. The 
houses on the South Side of East Preston 
Street, immediately opposite the lot under 
consideration are of this type. They sell for 
about $2750.00 subject to ground rents of 
$60.00, or $3,750.00 in fee. 


East Preston Street is well-paved and car- 
ries a trolley line leading to the center of the 
City. The neighborhood is served with all the 
conveniences and has schools, churches, and 
small shops within easy distance. The land 
immediately to the East, West, and North of 
the owner’s property is unimproved. 


Description and Value of Improvement 


The frame cottage with shingled sides and 
slate roof is occupied by the owner. It has di- 
mensions of 24 x 28 with a porch across the 
front and a small porch in the rear. The first 
floor contains an entrance hall, living room, 
dining room, kitchen, and pantry. The second 
floor has three bedrooms and bath. The foun- 
dation is of stone. The cellar has a steam heat- 
ing plant, gas water heater, and laundry tray. 
The floors and trim of the house are of pine. 
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The bath has no tiling, but the bath and elec- 
tric fixtures are of fair quality. The third 
floor is unfinished. 


The house was built about twenty years ago 
and could be reproduced today for $6,000.00. 
It is in fair condition; but, in addition to the 
usual physical and economic depreciation, it 
suffers additional obsolescence by reason of 
its being in a community of small brick houses 
and narrow lots. It must compete with the 
cheaper dwellings in the neighborhood. 


However, it is so fortunately placed on the 
lot, being only about 15 feet from the east 
line and 25 feet from Preston Street, that the 
western portion of the front of the lot could 
be developed by the owner by building small 
two story brick houses (its highest utility) 
while he continued to occupy his dwelling in 
comparative comfort for many years. 

Without going into further details as to de- 
preciation, the house adds $3,750.00 and the 
frame garage in the rear $250.00 to the value 
of the land. 


Nature and Extent of Condemnation 


Cross Street, which is opened and paved 
South of Preston Street, is being opened 
North from Preston Street, a distance of 
about one thousand feet to connect with an- 
other East and West street. The condemna- 
tion is for opening and grading but not pav- 
ing. 


The property taken is a strip of land 66 
feet x 300 feet from the eastern end of the 
lot and includes the dwelling house and frame 
garage 16 x 18 feet which lie in the bed of 
the proposed street. 


Description of Lot 


As will be seen from the plat, the whole lot 
A BCD has dimensions of 160 feet x 300 
feet and is rectangular. The surface of the 
lot is uneven, only the portion around the 
house being used as a lawn. 


The average cut to bring the lot to street 
level is about two feet for a distance of one 
hundred feet from Preston Street and four 
feet for the remaining portion of the lot. 


This property being residential, I use the 
comparison of sales method of valuation both 


¢ 


° 


before and after. Several sales of recent date 
and of similar land in the neighborhood and 
sales in. other neighborhoods of the same 
character show a unit value of $40.00 per 
front foot based on a lot 150 feet deep (our 
standard in Baltimore). 


The computation is as follows: 


Value Before 


Lot 160 ft. x 300 ft. on $40 unit for 
Preston Street gives rate of $50 
per ft. 50 x 160 

Less grading required to bring to 
street level 160 ft. x 100 ft. x 2 
ft. equals 32,000 cu. ft. or 1,185 
cu. yds. at $.50 $ 592.50 

Plus 160 x 200 x 4 ft. 
equals 128,000 cu. ft. or 


4,740 cu. yds. at $.50.. 2,370.00 2,962.50 





Total Grading Cost 
Present Land Value 


Value After 


For development for highest utility, I have 
divided the lot as shown on Plat. Lot 100 feet 
deep on Preston Street based on $40 unit 
gives rate of $35.00. 


Lot 94 x 100 ft. at $35 per foot 
Less grading 94 x 100 x 2 
ft. equals 18,800 cu. ft. 
or 696 cu. yds. $.50....$ 348.00 
Lot on Cross St. 200 x 94 ft. 94 ft. 
depth on $30 unit (Cross St. un- 
paved) gives $26 rate—26 x 200 
equals 


$3,290.00 


5,200.00 


$8,490.00 
Less grading 200 x 94x 4 
ft. equals 2,785 cu. yds. 
1,392.50 


1,740.50 


Total grading cost ....$1,740.50 


Value land after $6,749.50 


Net damages, $9,037.50 less $6,749.50— 
$2,288.00. 


¢ 





The Influence of Taxes Upon 
Real Estate Values 


By GEORGE L. SCHMUTZ and 
LORING O. McCoRMICK 


NASMUCH as Real Estate Values 
| tend to be set by the Net Income 

produced, it follows — that any- 
thing which interferes with the quan- 
tity of net income will, ipso facto, in- 
duce concurrent changes in the value 
thereof. 


Changes in the net income may be 
caused by,—either changes in the 
quantity of gross income, or in the 
quantity of expenses and charges, or 
both. Thus changes in the expenses of 
property will induce _ concurrent 


changes in the value thereof, all other 
conditions remaining the same. There- 
fore, Taxes being an item of expense, 
and tending to change downwards 
comparatively slowly, it follows that 


unchanging Taxes and a declining 
gross income will cause a decrease in 
net income, accompanied by a corre- 
sponding decrease in Warranted Price, 
and finally in Market Price. Converse- 
ly, a decrease in Taxes, all other condi- 
tions remaining the same, will bring 
about opposite effects, i. e., result in 
increases in Market Prices. Obviously 
then, Taxes have a very positive effect 
upon the price of realty — either bene- 
ficial or otherwise. In this regard, it 
should be borne in mind that it is not 
the slight annual variations in the tax 
levy, but rather the general level of 
taxes over a period of years that brings 
about marked changes in land values. 


The Factors in the Production 
of Gross Income 


Before proceeding with this discus- 
sion, it will be necessary to point out 
that there are four factors employed 
in the production of gross income from 
realty, namely,— (1) Labor; (2) Or- 
ganization; (3) Capital; and (4) 


Land, and that the costs of the first 
three of these must be paid before any 
of the net income can be imputed to 
the fourth — Land. For illustration, in 
a furnished apartment house: 


1. The costs of Labor have the first 
claim upon the income produced — 
both by statute, and by economic 
laws. Labor is represented by — man- 
ager, clerks, maids, janitors, gardner, 
engineer, etc. If the costs of labor 
are not paid, the supply thereof will 
cease. Even slaves must be fed. 


The costs of Organization have the 
second claim upon the gross income. 
By organization we mean those fac- 
tors necessary to coordinate the of- 
fices of Labor, Capital, and Land, 
such as—taxes, insurance, public 
utility services, e. g., telephone, wa- 
ter, gas, electricity, laundry, and the 
like. 

The charges of Capital have the 
third claim upon the income pro- 
duced. By capital we mean the money 
invested in the structure, equipment, 
and furnishings—out not in the land; 
by Capital Charges, we mean interest 
on the money so invested, and the 
eventual return of such money — 
generally, but inappropriately, termed 
depreciation 


The rent of Land comes next in the 
order of preference. It has the last 
and least claim upon the gross in- 
come, and can be paid only after the 
costs and charges of the other three 
factors have been satisfied. Should 
the costs of any of the first three fac- 
tors be not paid, then the supply 
thereof will cease. Labor will not 
work unless its wages are paid; pub- 
lic utility services will be discontin- 
ued if their costs are not met; capi- 
tal will not be available for invest- 
ment unless there is assured a rea- 
sonable rental for the hire of money, 
in view of the hazards involved in the 
use of the funds. Thus, the value of 
Land tends to be set by the net in- 
come imputable to it—after all other 
expenses and charges have been paid. 
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Effect of Changes in Percentage 
Distribution of Gross Income 


During times of economic stability, 
when the factors in production are in 
“structural alignment’, or “balance’’, 
there is a well defined percentage of 
the gross income that is imputable to 
each factor for the part it plays in pro- 
duction; and any change in the per- 
centage distribution of gross income 
brings about concurrent changes in the 
value of the productive factors — par- 
ticularly of Land. It thus becomes ap- 
parent that the market price of land 
will fluctuate through wider limits 
than any of the other factors, i. e., the 
percentage changes in the downward 
price of land will be greater than the 
percentage changes in the costs of la- 
bor, or organization, or of capital. Be- 
cause of this condition, the effect of a 
change in the quantity of Taxes may 
be felt solely by land, inducing a great- 
er percentage change in the value 
thereof than the percentage change in 
the quantity of taxes levied. 


Normal Distribution of Gross Income 


The tendency of the productive fac- 
tors to exact a certain percentage of 
the gross income is well illustrated in 
figures compiled by the Cleveland 
Trust Company which shows that, — 
“for more than 40 years the total 
amount of money paid to the railroads 
for the carrying of freight has aver- 
aged a little more than 10% of the 
wholesale value of all the movable 
goods produced by our factories, for- 
ests, farms, and mines’. The same 
principle applies to the costs of labor 
and the other factors, including Taxes, 
i. e., the normal tendency is for Taxes 
to exact a certain percentage of the 
gross income produced; and when 
Taxes exact more than their propor- 
tionate share, a lesser net income is 
imputable to the land, with a conse- 
quent decrease in the market price 
thereof. 


Effect of Decreasing Gross Income 


For illustration, in a hypothetical 
furnished apartment house, let it be 
assumed that the gross income has de- 
clined from $25,000 in 1929, to $20,- 
000 per year in 1930, with changes in 
costs as follows: 

Annually 


Year 1930 
$20,000 = 100 % 


Year 1928 
Gross Income ....$25,000 = 100 % 





Costs and Charges 
ZF $ 8,000 = 12.0% 
2. Organization 

TAXES 


$ 2,700 = 13.5% 


2,000 = 8.0% 2,000 = 10.0% 
other 

expenses 5,000 20.0% 

a i 4 54.0% 


4. , 6.0% 


4,800 = 
10,500 = 
None 


24.0% 
52.5% 
None 





$25,000 = 100.0% $20,000 = 100.0% 





In the above case, if we assume that 
the productive factors were in balance 
in 1928, i. e., that Labor should nor- 
mally receive 12% of the gross in- 
come; that Taxes should receive 8%, 
etc., then—in 1930 we find a condi- 
tion of “imbalance”’ existing in which 
Taxes are receiving 10%, being 25% 
(2/8ths) more than its normal share; 
that Capital is not receiving an ade- 
quate return; and the surplus to Land 
has disappeared. Thus, the failure of 
Taxes to maintain its normal ratio with 
the gross income produced—8% in 
this case—results in $400 per year 
being absorbed by Taxes at the ex- 
penses of Land which, on an 8% basis, 
reflecting a $5,000 loss in the capital- 
ized value of the Land, if the land 
value be determined on a residual 
basis. Therefore, the failure of Taxes 
to decline concurrently and propor- 
tionately with the gross income has, 
assuming this condition continues for 
an indefinite period of time, caused the 
dissipation of $5,000 of Land Value, 
and the other $13,750 of land value, 
as reflected by a capitalization of resid- 
ual land earnings, (net income of $1,- 
100) has been dissipated by the fail- 
ure of the other items of Labor and 
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Organization, concurrently to decline 
at the same percentage rate as the re- 
duction in the gross income. Under the 
conditions as above mentioned, where 
no surplus appears to Land, it becomes 
obvious that vacant land will not be 
employed (improved) ; and a substan- 
tial impairment of the capital invested 
in improvements on land is experi- 
enced, the result of which will be a 
diminution in construction volume, ac- 
companied by a “freezing” of the mar- 
ket, and a great recession in market 
price until such time as the factors in 
production again attain balance, and 
a surplus again reappears to Land. It 
is thus seen that the tax item is only 
one of several items needing reduc- 
tion, e. g., labor and the costs of gas, 
electricity, water, telephone, insur- 
ance, etc. 


Taxes Do Not Recede Proportionately 


However, considering the disequil- 
ibria occasioned by the greater per- 
centage decline of the gross income, 
reference to the graph discloses that 
—jin the case charted, the gross in- 
come has declined at a much faster 


rate than taxes; and that the percent-. 


CHART I. 
ACTUAL GROSS INCOME & TAXES 


GROSS iNCOME 


age of gross income absorbed by taxes 
has been constantly increasing. These 
graphs are plotted from actual book 
figures or a four family flat building 
erected in the Fall of 1923. 


CHART II. 
PERCENTAGE OF GROSS INCOME 


ABSORBED BY TAXES 
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Attitude Towards Taxes Depends Upon 
Conditions of Market 


It is only during a recessive market 
that the public becomes “tax con- 
scious’, when many sale negotiations 
fail of fruition, ofttimes because of the 
tax burden. During a rising market, 
however, when transfers are frequent 
and prices are increasing, the tax levy 
is a matter of no moment and scant 
consideration is given it. The public 
clamors for better governmental serv- 
ice, irrespective of cost, and worries 
not about taxes, nor even maturing 
mortgages, believing that should the 
burden become too irksome or oner- 
ous a sale can be readily effected and 
relief gained thereby. 


Market Prices Easily Followed Upward 
— But Not Downward 


Taxes are based upon assessed val- 
uations, and assessed valuations are 
predicated upon sales. During a rising 
market, sales are frequent and at suc- 
ceedingly higher prices, and market 
prices are easily estimated. During a 
falling market, however, sales are few 
and far between and estimates of price 
based upon previous sales (made dur- 
ing a higher price level) are usually 
too high. Briefly, appraisers and the 
public at large can follow market 
prices on an upward swing with a rea- 
sonable degree of accuracy, but fail 
to keep step with them on a down- 
ward swing; and this tendency to over- 
price property under such conditions 
is partially responsible for over assess- 
ments of realty. 
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Owners Immediate and Remote Control 
of Expenses 


The owners of land and capital will 
not, after a sharp reduction in the 
general price level, continue to pro- 
duce or sell the use of space for less 
than cost, for any great period of 
time, else bankruptcy would be forced 
upon them. Reductions are made in 
management and labor costs, adver- 
tising, upkeep, and repairs, which are 
cuts within the immediate power of 
the owner to accomplish. In the case 
of public utility services and taxes, 
however, we find that these costs are 
controlled by governmental commis- 
sions, and that utility rates are set — 
not by supply and demand —but by 
governmental boards or commissions 
which regulate them. 


Resistance Toward Reduction of Costs 


The owner may go on for some time 
without great complaint, and with a 
feeling of impotence to change the 
costs of government, or of public util- 
ity services. After several years, how- 
ever, he begins to recognize that— 
while everything else has moved down 
in price, and labor has been reduced 
in nearly every other competitive field, 
wages and salaries in the public utility 
field and government still remains at 
old levels. As a result, the property 
owner and voter begins to feel that 
there is something radically wrong, 
and that one class of persons and un- 
dertakings are, by the chain of circum- 
stances, being especially favored 
above others. As a result, he bands to- 
gether with other property owners and 
tries to get telephone and other utility 
rates reduced, because of reductions 
in the duplication costs of such utilities 
upon which rates are based; and is 
probably met with a decision on the 
part of the commission, or court, that 
conditions are abnormal and the pray- 
er for revision in rates is denied. Feel- 
ing that such a decision is unjust and 
unwarranted and that the condition, 


with regards to public utility costs and 
taxes, will remain, the same as long as 
the present governmental incumben- 
cies prevail, he immediately starts 
campaigning and lends his support to 
those who promise a reduction in gov- 
ernmental expenditures and closer 
control of utility costs in order that 
these costs be reduced in proportion 
to other general reductions in com- 
modities and services. This means of 
action, which is a slow one at best, is 
stubbornly resisted by governmental 
employees and employees of public 
utility services, who constitute in ex- 
cess of one-sixth of the total employ- 
ment of the nation. However, this 
mode of action is the only effective 
one that can be employed and, in the 
long run, the only means of restoring 
value and desirability to the owner- 
ship of realty. It must always be borne 
in mind that in this economic world a 
condition which exists whereby organ- 
ization costs exact more than their 
just and rightful proportion of the 


gross income from property is preju- 
dicial to the welfare of the nation and 
its populace, and that under such con- 
ditions the populace itself must ulti- 
mately force the revision toward a 
more equitable basis. 


Conclusion 


Thus is it seen that the failure of 
Taxes (and the costs of the other pro- 
ductive factors) to decline concurrent- 
ly with gross income, on a falling mar- 
ket, changes the “‘economic pattern”, 
brings about a disproportion in the dis- 
tribution of the gross income to the 
productive factors in which Land fails 
to receive its normal share, and thus 
decreases or entirely dissipates the 
capitalized land value. Should this 
condition persist, not only is the Land 
value wiped out, but an insufficient re- 
turn is made to. the structure, with a 
consequent loss in the capitalized val- 
ues thereof, and either or both are ac- 
companied by a “freezing of the real 
estate market.” 
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Industrial Property 


By W. G. BURCHFIELD 


HE “Jack of all Trades, Master 

of None” may have flourished 

and prospered in the days of the 

stage coach and the sailing vessel, but 

in the modern business world he is as 

hopelessly out of date as are those old 
time vehicles of transportation. 


Business and the professions are be- 
coming more and more a matter of 
specialized service; and nowhere is 
this more noticeable than in the mat- 
ter of appraising property. As we have 
specially trained Industrial Realtors, 
Realtor Brokers, and Farm Land Real- 
tors, each using a different technique, 
so we must have appraisers using dif- 
ferent methods for the different kinds 
of real property. 


Appraising industrial property is a 
distinctive type of appraising. Into this 
type of appraisal work enter many in- 
tricate and highly specialized features 
not found in appraising commercial, 
retail, or residential property. The ap- 
praiser of industrial property must 
have a comprehensive knowledge of 
every valuable feature that lends it- 
self to the convenient and profitable 
operation of an industry occupying, or 
that can occupy, any given site; as 
well as the ability properly to value 
all of the improvements with refer- 
ence to their adaptability to the use 
for which they are, or may be, used. 
This includes machinery, track ar- 
rangement, building arrangement, for 
the highest efficiency in processing, 
manufacturing, or handling of the 
products of the business. 


What Do We Mean By Appraising? 


This question is best answered by 
the “Standards of Practice” as given 
to us by the National Association of 
Real Estate Boards for Realtor ap- 
praisers. “The word appraisal means 


the process or method by which is de- 
rived an opinion of the value of prop- 
erty.” 


Not a haphazard, “rule of thumb”, 
guess, but an estimate or judgment ar- 
rived at by a process of research, con- 
trast, and comparison; and set down 
in a brief, giving a certified statement 
of the estimate, and the reasons why 
this amount was judged correct. 


Appraising is the process by which 
this estimate is reached. 


Concept of Value 


Again I refer to the “Standards of 
Practice’”’ which state: “The value of 
property is the present or discounted 
worth of all future benefits arising 
from ownership.” 


However, in the appraisal of indus- 
trial property the definable or meas- 
urable value is often so merged in the 
general operation of the industry that 
it becomes very difficult to segregate 
it from the complete setup of the busi- 
ness. It is like attempting to place a 
separate value on the wheels of a car; 
they are inseparable and indispensable 
parts of the car. Industrial property, 
like industrial machines, are actual or 
potential parts of the industry. 


However, as appraisals have be- 
come necessary in the conduct of 
business, and must be made by some- 
one, it becomes the province of indus- 
trial appraisers to do this class of ap- 
praising, for which they should spe- 
cially equip themselves. 


What Is Industrial Property? 


Industrial property is that type of 
real estate, improved or unimproved, 
that is used or may be used econom- 
ically in the processing, storage, or 
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transportation of economic goods. Not 
only mills, foundries, power-houses, 
warehouses, etc., but terminals, rail- 
road rights-of-way, power line rights- 
of-way, and all other parcels of real 
estate that may be used or are used by 
industries in processing, storing, and 
transporting goods are properly classi- 
fied as industrial property. 


No site or plant has any intrinsic 
value in itself as industrial property 
except as it can be used economically 
as a productive unit in manufacturing 
or distributing goods or services. The 
first task of the appraiser is to de- 
termine whether the property in 
question is, in fact, industrial property. 
For example: a warehouse with dis- 
play facilities, and used partly for 
storage and partly for retail, if it can 
be used economically solely for ware- 
housing and has all of the facilities 
necessary for this use, is classed as 
industrial property. 


But a large retail store like that of 
Marshall Field and Company, of Chi- 
cago, even though used partly for re- 
tail and partly for storage, receiving 
its goods by rail from a spur track, 
running through a tunnel to its base- 
ment, could not by any stretch of the 
imagination be considered anything 
but retail commercial property. 


Types of Industrial Property 


Improved industrial property includes 


A Special use industrial property such 
as foundries, cotton compresses, oil 
refineries, packing houses, lumber 
mills, and other types of improve- 
ments designed for specific uses, and 


B Standard buildings, warehouses, etc. 


Unimproved Industrial property. This 
may consist of 


A Large tracts for heavy industrial 
use, with rail, water, and highway 
facilities, or with rail and highway 
services only. 


Smaller sites in districts where in- 
dustries have naturally grouped 
themselves, and predominate; as 


those along railroads or within cities 
where switching service may be en- 
joyed. 

They may be small tracts compara- 
tively isolated from existing indus- 
tries but possessing advantages that 
would make them adaptable to use 
as industrial tracts, or they may be 


Smaller parcels of land in well- 
planned, strictly industrial districts 
or subdivisions where conditions ex- 
ist that lend themselves to industrial 
development, such as the Niels Es- 
person Industrial District in Hous- 
ton; a large area, part of which has 
been laid out, improved with track- 
age, public utilities, and streets de- 
signed for industrial use, and is now 
being occupied rapidly by industries, 
—and part of which is now being 
planned for deep water frontage 
with belt railway service, ideal high- 
way conditions, labor supply, and all 
other factors contributing to a per- 
fect industrial center. 

In appraising industrial property 
there are many features and problems 
that are not met in any other class of 
appraising; features that necessarily 
enhance or depreciate the real value 
of a property, and yet are not appar- 
ent to the casual observer. 


Misplaced Improvements 


Sometimes an industry, through a 
misinformed purchasing agent, or an 
overzealous broker, may purchase a 
site or a building where the excessive 
operating expenses amount to more 
per year than a proper location would 
cost. Unfavorable switching rates, 
poor trucking conditions, and other 
problems of distribution sometimes 
make operation so expensive as to re- 
duce the intrinsic value of the entire 
plant. 


I have in mind a plant that was de- 
signed for the manufacture of auto- 
mobiles. It is located near a southern 
city, and was, when it was built, more 
than three miles from the nearest 
labor supply, with no public transpor- 
tation service. The land and buildings, 
when completed, cost well over $400,- 
000. 
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The company that built it went into 
bankrupcy after it had manufactured 
about 50 cars. This property has been 
for sale for more than twelve years 
but has not yet been sold. The trustees 
received an offer of $125,000 about 
two years ago, which they refused. 
Now it can be bought for $85,000; 
which is probably $25,000 more than 
it is worth. Yet there is no doubt but 
that it would cost at least $250,000 to 
replace the improvements. 


Over Supply 


Suppose that from a city once the 
center of shoe manufacturing, a large 
percent of this business has migrated 
to other towns more favorably located, 
leaving a number of unoccupied fac- 
tory buildings. These buildings were 
well-planned, well-constructed, and, if 
the shoe industry were still flourishing 
in that city, would justify an estimate 
of full replacement value, less depre- 
ciation for age and possibly some 
slight obsolescence. 


But because of the oversupply 
caused by the flight of business to 
other centers, there is no demand for 
them for the use for which they were 
designed. Therefore they must be ap- 
praised at a depreciated figure in ac- 
cordance with such market demand as 
may be found in other lines of in- 
dustry; and the cost of remodeling 
these buildings to meet the require- 
ments of such other use must also be 
deducted from the present replace- 
ment value. This is a condition that is 
very common in appraising industrial 
property. 


Let us again suppose that in an in- 
dustrial city there is a reasonably 
limited number of available industrial 
sites, at fairly well-established prices. 
Then a new railroad or an extension of 
an existing line, or the improvement 
of a navigable waterway opens up a 
large area of previously inaccessible 
sites, just as desirable. In this event 


we have created an oversupply of in- 
dustrial tracts that immediately affect 
the market value, if not the intrinsic 
value, of every site heretofore availa- 
ble, the previously accepted value of 
which must be accordingly reduced. 


Transportation 


Industrial sites with rail and high- 
way service only are so numerous in 
the average city that their prices are 
highly competitive. But in the case of 
this type, belt railway service renders 
a site more valuable to industry. 


An industrial site located on naviga- 
ble water is much higher in value than 
adjacent sites not possessing water 
frontage. The degree of value of water 
frontage depends upon whether or not 
it is on deep water, usable for ocean 
traffic, or on water capable of being 
used only for barge service. 


The value of water front property 
is affected up or down, depending 
upon its shape and topography, the 
amount of dredging necessary to pre- 
pare it to receive wharf construction, 
etc. 


Sometimes an industry wishes to be 
on a waterway for no other reason 
than that it provides a convenient 
means of disposing of waste water. 
Sometimes the water is used only in 
condensers, as in a power plant. But 
always when an industry desires to 
locate on a waterway it has some 
reason, and will gladly pay more for 
such a site than it would for a site 
without water frontage. 


Railroads may be built almost any- 
where, or even moved; but waterways 
have the nature of being fixed and im- 
moveable, and are comparatively few 
in number. Houston has 17 railroads 
and can build more if needed, but she 
has only one ship channel. This ele- 
ment of scarcity gives sites located on 
waterways a monopolistic feature and 
adds to their market value. 
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Municipal Improvements 


The adequacy or inadequacy of 
municipal improvements and public 
utilities have a decided influence on 
the value of industrial property. 


Trend of Industrial Development 


The trend of industrial develop- 
ment is usually toward the sections 
offering the greatest advantages, 
either natural or artificial; and is an 
indication of prospective or future in- 
crease of value in these growing sec- 
tions. Property located in these grow- 
ing districts is more readily marketa- 
ble, and therefore more valuable. This 
fact is recognized by city planning 
commissions; and sections adapted to 
industry are zoned as industrial prop- 
erty. 


Neighborhood Character 


The day of the prison-like, forbid- 
ding surroundings for a factory is over. 
More and more industries are seeking 
locations with clean and attractive en- 
vironment; where their employees 
will be more comfortable and content- 
ed, and that will not be repulsive to 
their customers. Therefore the char- 
acter of the neighborhood has a decid- 
ed effect on the value of the site. 


Labor Supply 


Labor is of prime importance to all 
industries, for the simple reason that 
industries can no more be run without 
it than they can without transporta- 
tion, consequently, the supply and 
character of labor available to an in- 
dustry affects the value, favorably or 
unfavorably, as the case may be. 


Lack of Standardization 


Another peculiar problem in ap- 
praising industrial property is the lack 
of standardization. With the exception 
of loft and warehouse buildings, there 
are almost as many different types of 
plants as there are types of industries. 
What is just suited for one could not 


be used by another. Sometimes the ap- 
praiser is forced to give buildings only 
their salvage value, and appraise the 
property as vacant; adding only what 
can be realized by wrecking the im- 
provements. This is usual in the case 
of buildings or plants that were de- 
signed for one specific purpose, for 
which they are no longer needed, and 
cannot be used economically for any 
other. 


For example, an oil refinery near 
Houston, costing more than $1,000,000 
when completed (including the land) 
was sold for little more than the land 
value, to one of the major oil com- 
panies. Because the methods of refin- 
ing oil change so rapidly, the equip- 
ment of this refinery had become ob- 
solete, though only a few years old, 
and were junked by the purchasers, 
who are using the site, which is ship- 
side property, as an oil terminal for 
export purposes. 


Not only does each plant offer its 
own peculiar problem, but this is true 
also of the unimproved sites. There is 
little conformity in size, shape, or to- 
pography. Each must be considered by 
itself. 


The Appraising Process 


To arrive at a fair valuation of any 
real estate, the more investigation that 
is done for discovering evidence as to 
its value the more nearly accurate will 
be the appraisal when finally finished. 


No longer do appraisers make 
“horseback” appraisals, or attempt to 
arrive at an opinion of the value of a 
property by simply looking at a map 
to learn in what section of the city it is 
located, or even by driving by and 
looking at it superficially. 


The careful appraiser will deter- 
mine by fullest research and investiga- 
tion every feature, such as have al- 
ready been mentioned, which has any 
effect on the economic value to any 
one or more classes of industries. 
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First of all an appraiser of indus- 
trial property should secure or make 
for himself a work sheet which should 
list every known item that will tend to 
enhance or depreciate the value. As 
few industrial properties are alike, it 
will be found that a work sheet will 
contain many items that are not ap- 
plicable to the property being ap- 
praised. However, it will operate as a 
reminder and guide in covering those 
items of importance that do apply. 


When industrial property is to be 
appraised, the appraiser should pro- 
ceed about as follows: Consult a map 
to learn its location in the city with 
reference to streets, railroads, public 
utilities, its proximity to the business 
district, etc. He should have a plat of 
the property showing its shape and 
dimensions, its street frontage, track 
arrangement, and water frontage if 
any. He should have, if possible, plans 
and specifications of all buildings and 
improvements. With a work sheet, 
map of the city, plat of the land and 
plans and specifications of the im- 
provements, the appraiser is now 
ready to go to work. 


When an industrial property is 
leased or rented, and an appraisal is 
made on an income basis, then the pro- 
cess follows the usual procedure in ap- 
praising income property; but indus- 
trial property, except loft buildings 
and warehouses, is rarely leased, so 
we do not have an income as a basis 
for appraising. The income is on the 
operation of the business, not on the 
plant. 


The appraising of industrial prop- 
erty, then, except as above mentioned, 
may be said to be almost invariably 
a procedure of comparison and re- 
search. Research should start with the 
history of the property being apprais- 
ed; all recorded transactions with ref- 
erence to the property that can be 
found; showing sales; leases; mort- 
gages; judgments in suits; tax assess- 
ments; asking prices; offers; and, as 


far as obtainable by inquiry, the at- 
titude of informed citizens as to their 
opinion of the value. 


A check should be made of similar 
information regarding all adjacent 
property of similar character. The re- 
sults of these investigations as above 
mentioned, plotted on a composite 
graph, will show the trend of values 
and help to establish a reasonable yal- 
uation. 


When the graph method is used, in 
estimating the value of an industrial 
property, it is necessary to go back 
several years, preferably not less than 
ten, in order to cover a _ sufficient 
number of transactions to show a def- 
inite trend. This graph will not only 
indicate the present value of the prop- 
erty but will point to what may be 
anticipated in the near future, pro- 
vided there have been enough trans- 
actions at past dates to indicate a def- 
inite trend. That trend may be up, or 
down, or level. 


The most dependable corroborative 
evidence, by far, are recent sales and 
leases of nearby comparable property. 
Where these are not available, the 
next best indicators are sales and 
leases of surrounding properties which 
are not comparable, but which can be 
used as a basis of determining, by com- 
parison and contrast, the market value 
of the property in question. 


Where the appraisal deals with a 
standard industrial building on a well- 
located site, the property must neces- 
sarily be appraised by the summation 
method, and this result checked by 
comparison with any comparable prop- 
erties that might have been sold or 
leased within a reasonable time. If the 
buildings are not standard, then the 
cost of alternation necessary to make 
them standard must be deducted from 
the replacement value, and considered 
as obsolescence. 


After an appraiser has completed 
his research and compiling of eviden- 
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ces of value, and has reached his de- 
cision or estimate as to the value of the 
property, he should prepare for his 
client a full, complete, and compre- 
hensive brief or report, showing his 
findings, the reasons for his conclu- 
sions, and his methods of arriving at 
these figures. 


Nothing can ever make appraising 
an exact science so long as opinions 
differ. At best an appraisal is only an 
estimate of what the appraiser, in 
view of the evidence found and sub- 
mitted, believes that possible users 
and buyers think the property is worth, 


? 


whether he is seeking the market 
value, the investment value, or the 
service value. 


The more thorough, careful, and 
complete the research, the more nearly 
accurate will be the result. The mar- 
gin of possible error is reduced as the 
skill, knowledge, and judgement of 
the appraiser is increased. A consci- 
encious appraiser is always striving to 
reduce this margin, and to arrive, as 
nearly as possible, to the true value of 
all property submitted to him for ap- 
praisals, without fear or favor. 


¢ 


Selling Prices 


The most important single guide 
that appraisers use in estimating the 
value of vacant lots, are the selling 
prices of similar lots. In doing so of 
course the appraiser assumes that if a 
number of similar lots sell at substan- 
tially the same price, they are all of 
practically the same value. 


This is not always a correct assump- 
tion, however, as can be shown by cit- 
ing various instances in which selling 
prices of other lots may be misleading. 
For example, if a given lot were sold 
at auction for taxes or if the owner for 
any reason was obliged to sell quickly 
at any price he could obtain, the sell- 
ing price might not be a true indica- 
tion of the value of the property. On 
the other hand a buyer may have a 
special reason for wanting a particular 
lot, and be willing to offer more than 
the ordinary market price in order to 
secure ii. in which case again the price 
paid w: ald not properly reflect the 
fair mayvket value of the property. It 
goes without saying, of course, that 
since price quotations are frequently 
erroneous, care must always be exer- 
cised to make certain that the figure 
quoted is correct. 


Boom prices or prices that are the 
result of high pressure salesmanship 
are often excessive and of a temporary 
nature, subsiding after the enthusiasm 
of the selling effort has passed. It is a 
very common fallacy to assume that 
land values never fall, and that prices 
once paid can always be realized later. 
Thousands of land purchasers have 
learned to their sorrow, however, that 
this is not true. Land values fall when- 
ever any of the factors that brought 
them about disappear and are not off- 
set by new value creating influences. 


Since values of vacant residential 
lots are most commonly based upon 
the selling prices of similar and near- 
by lots, it is important also that the 
appraiser be sufficiently familiar with 
the ordinary market values of lots, 
similar in character and quality to 
those in question, so that he will not 
be misled by the selling prices of a few 
lots which for some reason or other 
may be unusually high or low. 


— From the National Association of 
Real Estate Board’s course on Real Es- 
tate Appraising. 
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Corner Influence 


The Problem 


* “In appraising an improved business 
corner, what portion should be consid- 
ered as corner influence? Take for in- 
stance, a business block, the inside unit 
value being $3,250.00 per front foot on 
the main business street and $500.00 per 
front foot on the side street. The corner 
store has a 17-foot frontage and is part 
of an 87.37 ft. frontage, the entire prop- 
erty being owned by the same party. The 
building has a frontage of 87.37 out of 
which the corner store occupies 17 ft. 
What portion should be figured as corner 
influence? Should we consider the 17 ft. 
as the entire corner influence or 50 ft.? 
Just what relation does,the side street 
unit value of $500.00 per front foot have 
on arriving at the correct corner influ- 
ence? The dimensions of the properties 
are as follows: 


Main Street frontage 
Other Stores « 
Corner Store 
Depth of Property along State 
Street 
Inside Unit Value—Main St... . $3,250.00 
Unit Value—State St 


Discussion* 

Frederick M. Babcock, Ann Arbor, 
Michigan: There is no satisfactory way 
of answering the question which has 
been raised. The question is based up- 
on a method of valuation which as- 
sumes that the value of a corner lot is 
necessarily derived from established 
unit front foot values and from the 
geometry of the lot. It therefore pre- 
supposes that the building is not in- 
volved and that a fractional appraisal 
of the land is required. There is no 
reason to presume that the distance 
over which the value influence of a 
street intersection operates is depend- 
ent upon these factors. 
~ *This discussion is taken from the proceedings of 


the Institute at the Convention held in Cincinnati, June 
29-July 1, 1932. 


If formula methods of comparison 
are used and if the unit values have 
been established, then the amount of 
corner influence will depend entirely 
upon the rules of the system used. Of 
course the various systems differ con- 
siderably. So far as I know, none of 
the systems takes into account any of 
the features of the building. None of 
them takes any cognizance of the fact 
that the corner store actually has a 
frontage of 17 feet. 


There is no rule which can definite- 
ly designate the distance over which 
corner influence extends as 25 feet, 50 
feet, or 100 feet. In fact many valu- 
ators will question the validity of us- 
ing formulas for such a purpose. If the 
method of valuation utilizes an income 
process which makes the land value 
residual under a hypothetical building, 
then there is no occasion to give con- 
sideration to the corner influence as 
though it were an isolated factor. Such 
a process determines a land value and 
includes consideration of all of the ele- 
ments which contribute to the land 
value. Corner influence is involved but 
is not isolated. 


Cyril R. De Mara, Hamilton, Ontario: 
We have had the question brought up 
as to how far corner influence extends, 
in giving expert testimony. There are 
some rather specific questions to con- 
sider in the problem. I'am going to ask 
you how many appraisers here in valu- 
ing the corner consider that corner in- 
fluence goes in 100 feet if it is all un- 
der one ownership? If not, how far in 
should it go? I am taking a typical 
down town corner where a store ex- 
tends as far as 100 feet in the average 
case. 


On that point I think the plottage 
factor comes in, and I think that an- 
swers the question of the last lot prop- 
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osition. It is like having a fountain pen 
without a nib. The nib is not worth 
$3.00 but the pen is not worth any- 
thing unless it has a nib to put into it. 
The nib might only be worth seventy- 
five cents. 


Ayers J. du Bois, Hollywood, Calif.: 
It may be that the $500 figure has no 
relationship at all to the amount of 
corner influence. If you can discover 
to what extent the increased depth re- 
sults in increased value you will be 
able to find a point in the depth of a 
lot at which a succeeding foot of depth 
will be equally valuable if figured 
from the side street at $500 or if fig- 
ured from the front street at $3250. 
You might find that the point would be 
such that that depth would not come 
in until it got to three or four hundred 
feet from the main street, in which 
case the $500 unit has no effect what- 
ever. But the corner lot is more val- 
uable than an inside lot in this case. 
The corner lot has the added advan- 
tages of light, air, ventilation, and sun- 
light which might add to it a much 
larger amount than the $500 value on 
the side street. 


Mr. De Mara: The Kresge Company 
purchased a location in the city where 
my home is for $462,000, a frontage of 
60 feet, a rearage of 89 feet, and a 
depth of 137 feet 4 inches. The front 
foot value in that block is approxi- 
mately $6,000 a foot and the side 
street is about $500 a foot. It is a nar- 
row street one block from the main 
corner, and the side street affords, as 
this gentleman said, air, light, and ac- 


* 


cess only. There is no pedestrian value 
there. It has one-way traffic. The cor- 
ner value has not come down. The side 
street gives them some window dis- 
play and the opportunity to put a door- 
way up to their offices. 


Mr. du Bois: The distinction is to be 
made between corner values and cor- 
ner influence. What is the increment 
of added value in this corner by virtue 
of its being a corner lot rather than an 
inside lot? While the corner lot always 
has corner value, an inside lot may 
have a corner influence by virtue of its 
proximity to the corner. 


E. J. Maier, Newark, N. J.: We re- 
cently had a case in which the proper- 
ty was valued at approximately $2,- 
000,000 where there was about $7,- 
000 foot frontage and about $3,500 
foot side street frontage. In giving tes- 
timony in a condemnation proceeding 
it was necessary to break down the 
values to show the influence of the cor- 
ner. I agree with Mr. Babcock in find- 
ing the value of the whole, but we are 
asked on cross examination to break 
that down. This building had three 
street fronts with two corners. We ar- 
rived at a value which was far in ex- 
cess of the front foot values. In other 
words, instead of having $7,000 a foot 
value we may have had ten or eleven 
or twelve on account of the corner in- 
fluence. It seems to me that this ques- 
tion of corner influence is very impor- 
tant because we are very often asked 
to break it down and to show how we 
build it up to a $7,000 front foot value, 
or some other value, which is all in- 
clusive. 


¢ 





Gasoline Service Stations 


Paper* by James D. Henderson, M.A. I. 
Boston, Massachusetts 


The Problem 


“Is there any Standard Practice in ap- 
praising .Service Stations or Gas Sta- 
tions ?” 


HE gasoline filling station is a re- 

tail business establishment. Con- 

sequently, the gage of its value is 
its gross volume of sales—the same 
gage of value as is applied in deter- 
mining the value of any retail location. 
Off-hand then, one would say that the 
valuation arrived at would be deter- 
mined by the consideration of factors 
which influence sales. 


It is obvious first that the location 
must be upon a highway where motor- 
ists pass or in a neighborhood where 
automobiles are owned. It is important 
that the appraiser of the new location 
should have some idea of the purchas- 
ing power of the location. In Massa- 
chusetts, where there are registered 
1,002,533 cars, a gasoline tax was paid 
in 1931 on 568,582,000 gallons of gas- 
oline, which indicated an average con- 
sumption per car of 568 gallons. It has 
been estimated that the country’s av- 
erage is 560 gallons. 


In determining the value of a local 
station, it should be a simple matter to 
determine the number of automobiles 
owned in a locality and in this way de- 
termine the probable consumption of 
gasoline. By distributing this gallonage 
among existing stations and using a 
rental index of 1 to 114% per gallon, 
the appraiser can readily determine 
the maximum rental value of the loca- 
tion and finally the capitalized value 
of the land for filling station purposes. 


Experience has shown that filling 


*This paper was presented at one of the Convention 
we of the Institute in Cincinnati, June 29-July 
, 19 


stations on the right hand side of a 
road approaching a city or amusement 
park are not as profitable as those on 
the right hand side of the road leaving 
the same city or amusement park. This 
is due to the fact that motorists prefer 
to reach their objective to keep their 
engagement and to re-fuel at the be- 
ginning of their journey. They will not 
cross to the left hand side of the thor- 
oughfare as this requires interrupting 
traffic both to get to the other side and 
return to their own side of the street. 


Locations adjacent to railroad cross- 
ings or busy traffic intersections are 
risky, due to the fact that sooner or 
later railroad crossings will be aban- 
doned by raising orlowering the grade 
of the street and a similar possibility 
exists at traffic intersections. If the 
grade of the street is changed to carry 
one thoroughfare over the other, the 
station loses 50% of a theoretical pur- 
chasing power. If traffic at this point 
is regulated by traffic lights, the pur- 
chasing power is lessened by the desire 
of the motorist to beat the lights. 


So many factors may affect the suc- 
cess of a gasoline station, however, 
that the appraiser must in forming his 
judgment proceed along different lines 
than he might ordinarily use in arriv- 
ing at a value of other forms of invest- 
ment property. In the case of gasoline 
filling stations, he must be careful to 
consider the value of the land for oth- 
er purposes to which it may be put 
without attempting to forecast the 
business of a location and thus base 
his value upon such theoretical rental 
return. By so doing, he is entering the. 
realms of the gasoline business. This 
should be left to the promoters of the 
enterprise, permitting them to place 
such premium on the location above 
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its intrinsic worth for other practical 
uses. All these are pitfalls which the 
competent location man has learned to 
avoid. 


We are prone to consider the asso- 
ciation or connection of real estate 
with the marketing of gasoline as be- 
ing tinged with gold. We point with 
pride to the fact that of the 35,800,000 
automobiles in the world, 26,500,000 
are in the United States. We argue that 
in 1931, when other industries were 
suffering great loss of business vol- 
ume, the consumption of gasoline de- 
clined only 4.26% from the consump- 
tion of 1929. But the answer to such 
optimism is that there were in the 
United States in 1929, 317,000 retail 
outlets of which 125,000 were drive-in 
stations, 53,000 were garages and 
140,000 were curb or roadside filling 
stations. In other words, there was one 
retail outlet for every 84 cars owned 
in the country with an average gallon- 
age per year per station of 47,000 gal- 
lons. 


Many of these stations have come 
into being not through economic need 
but rather to satisfy the incessant de- 
sire of the marketing department to 
blanket a competitor or to create an 
outlet for the great over-production of 
gasoline manufactured in our country 
each year. 


The covetous eyes of taxing author- 
ities upon the gasoline industry, in- 
creasing the tax on gasoline in many 
parts of the country each year; the es- 
tablishment of two and three filling 
stations in a neighborhood warranting 
but one; the competition of independ- 
ently owned stations selling unbrand- 
ed or “bootleg” gasoline; the building 
of super-express highways tending to 
speed traffic; the building of over- 
passes and under-passes as traffic 
points; the building of by-passes di- 
verting traffic around residential and 
business communities; the element of 
personal management. . all these fac- 
tors lay heavy toll upon the gasoline 


station and make undependable any 
judgment or forecast that the apprais- 
er may attempt along the line of gal- 
lonage, or to depart from the apprais- 
al of a location as a straight real es- 
tate proposition. 


Moreover, the marketing of gaso- 
line is still in a transitional stage. 
Over-night developments may make 
sweeping changes in its character and 
methods. For instance, there will be 
found in the advertisements of the new 
model of a popular priced automobile 
the fact that the gallonage of its gas 
tank has been increased from 10 to 20 
gallons, thus permitting a longer jour- 
ney without intermediate fueling. The 
owner of one of these cars can now 
make his return journey, under ordi- 
nary circumstances, without interme- 
diate fueling,—another body blow to 
the rural roadside stand. 


This appraiser, therefore, recom- 
mends as a standard practice for ap- 
praising gasoline stations that the val- 
ue arrived at be predicated upon such 
values as the client might expect to 
receive for the real estate in the open 
market for other uses; thus if the sta- 
tion proves unprofitable because of 
any of the factors already cited or yet 
unborn, it may be disposed of at ap- 
proximately the appraised value. 


It may be well, in addition, to point 
out the hazards or advantages of the 
location for the sale of gasoline, such 
economic factors as may suggest them- 
selves to the appraiser, but terminat- 
ing the appraisal with the reminder 
that the client after all is the best 
judge as to what premium he should 
pay over the appraised value for the 
location as a marketing place for the 
sale of gasoline. 





Discussion 


Ayers J. du Bois, Hollywood, Calif.: 
I do not fully understand what Mr. 
Henderson might have had in mind in 
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his concluding remarks there. I know 
out in California where we have long 
distances and are accustomed to long 
distances there are rural regions 
where all around is nothing but farm 
land, and it might even be desert land, 
but there may be certain points along 
the highway where we find a Richfield 
station, for example, with comfort sta- 
tion facilities. Well, if you want to 
value that site for any purpose except 
that of a gasoline service station, it 
would just be ridiculous. For that pur- 
pose it might be worth several hun- 
dred times the value of adjoining 
property. 


So if Mr. Henderson means that you 
should disregard its value for that 
purpose, I would disagree with him. 
Its best use is for that purpose and I 
believe that is the basis upon which to 
place your value. 


The business of selling gasoline is 
certainly here to stay. It is a perma- 
nent business, but the conditions under 
which the product may be sold vary 
from time to time. We now have the 
picture of the major companies meet- 
ing the independent bootleg compan- 
ies, and consequently the sites which 
are least desirable are going out of 
business because the major companies 
have the superior sites. When they 
take away the price competition which 
has given the independents an advan- 
tage, they immediately put him in the 
discard, and all of those stations go 
out of use. 


Wayland P. Cramer, Camden, N. J.: 
I would like to ask what the rest of 
you think about the idea of 11% cents 
per gallon as rent. I had to appraise a 
station at a traffic circle where the rent 
was one cent a gallon, and the capital- 
ized return on one cent a gallon was 
so much that I had to increase the cap- 
italization rate to about 16 per cent in 
order to give fair value to that land. 
The state was widening a road at that 
point and they were taking the land. 


I would like to hear what some of you 
think about the rate of 1% cents a 
gallon. 


Frederick M. Babcock, Ann Arbor, 
Michigan: With regard to Mr. Hender- 
son’s closing remarks, it occurred to 
me that the conclusion he made from 
the facts set out was erroneous. I think 
Mr. du Bois covered that. If the high- 
est and best use is an oil filling station, 
the value of the site is certainly to be 
predicated on that use. However, the 
rest of Mr. Henderson’s paper indicat- 
ed that that type of retail business is a 
very hazardous one. It is speculative 
in character, and subject to rather 
rapid change, and that in itself indi- 
cates a high capitalization rate. I do 
not think the problem is one of trying 
to make some sort of a wedding be- 
tween the value of a site for a store or 
something of that sort, and the oil use. 
If the oil use is the obvious highest and 
best use and that use is a very specu- 
lative and uncertain thing, it calls for 
the high rate. As to the 11% cents rate, 
I do not know. It depends on the mar- 
ket. 


Ward Wight, Atlanta, Georgia: The 
prevailing rate last year was one cent 
a gallon. 


Mr. du Bois: I think it is quite ob- 
vious to anyone of you that unless the 
business reaches a certain minimum 
amount of gallonage you could go ut- 
terly astray on this basis of one cent 
a gallon or any amount per gallon. 
The operator has an investment in cap- 
ital that he must make before he can 
carry on business, and he has to do 
enough business in order to take care 
of that capital investment in order to 
carry on his operations. He must take 
care of his labor charges, his repairs, 
whatever they may be, and pay his 
light, gas, and water bills, and so on, 
so that if business does not amount to 
enough he cannot afford to pay a half 
a cent a gallon, perhaps. 





The Liability of the Appraiser 


By J. GEORGE HEAD* 


what is the liability of a valuer to 

his client for the result of his val- 
uation may be compressed into a single 
sentence. , 


TT answer to the question as to 


“None, provided the valuation is an 
honest one.” 


But this answer, in common with 
most other generalizations, requires 
for its proper application a definition 
of its terms and an amplification of its 
statement. 


Taken by itself the answer is some- 
what vague and may be misleading, 
without some explanation of what is 
meant by the words used and some 
consideration of the conditions under 
which the question arises. 


The writer proposes in this paper to 
expand his statement to make it intel- 
ligible and to avoid misunderstanding 
which might otherwise arise in connec- 
tion with it. 


Significance of Term “Value” 


“Value” is a word of wide signifi- 
cance denoting the worth to mankind 
of whatever is desirable, including ev- 
ery imaginable thing which satisfies 
the mind, pleases the senses, or pro- 
vides for the needs of the body. 


“Value” is a purely relative term, 
representing the measure of desire for 
a certain object, and the amount of 
some other commodity which one is 
willing to barter for possession of it, 
whether the price be paid in money, 


.*Mr. J. George Head of London, England is a mem- 
ber of the Auctioneers’ and Estate Agents’ Institute. 


Appraisers in England have been held liable for dam- 
ages arising out of their neglect or misrepresentation 
in rendering a report; but the appraiser cannot be held 
responsible if his appraisal has been made honestly and 
carefully. Because of the body of common law equally 
accepted in both England and America, this construc- 
tion of the appraiser’s responsibility has a direct appli- 
cation in this country. 


in effort, in treasure or even in life it- 
self. Value attaches less to the mate- 
rial object than to its usefulness or to 
its desirability. Changing conditions 
effect a marvelous transformation. 
That which all men desire may easily 
become an incumbrance of which the 
possessor may fain be rid; the cheap- 
est thing in the world may become the 
most precious. What, for instance, is 
the worth of a bag of gold to a drown- 
ing man? How much would a traveler 
lost in the desert give for a cup of wa- 
ter? And in the question which be- 
gins: “What shall it profit a man,” 
value takes on its highest and most 
solemn meaning. 


But since money is the ordinary me- 
dium of exchange and, being stand- 
ardized, is most convenient for com- 
parison, the everyday meaning of the 
term “value” has come to be that 
quantity of money which a thing will 
command, or for which it can be ac- 
quired. It is this aspect alone with 
which this paper deals. 


Every One a Valuer 


Every one is at heart a valuer; man 
or woman, all of us practice the art in 
daily life. Every calling demands and 
fosters, as an elementary condition of 
success, a knowledge of the value of 
the particular commodity dealt with. 
Women in particular develop the fac- 
ulty to a marked degree in respect to 
dress, furnishing materials, and the 
thousand and one items of domestic 
life. Even the boy can tell to a penny 
what ought to be paid for his wireless 
components or for anything else relat- 
ing to his games and amusements. So 
important is this knowledge of values 
in any undertaking, that they who pos- 
sess it are able to render to those con- 
cerned therewith an assistance for 
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which they can command a definite 
remuneration, the knowledge _ itself 
having become a saleable commodity. 
In this way arose the class of men 
known as appraisers or valuers. — 


Since the advice of the valuer often 
determines the course of action adopt- 
ed by his client, the importance of its 
correctness is obvious. While success 
often passes unremarked, failure near- 
ly always brings a sharp examination 
of the valuer’s advice, and the ques- 
tion of his responsibility at once arises. 


Functions of a Valuer 


In estimating the liability of a val- 
uer for his valuation it is necessary at 
the outset to define exactly what we 
mean by a valuer, what classes of per- 
sons become his clients, and of what 
we are thinking when we speak of the 
liability of the former to the latter. 


In the first definition we are helped 
by the words of an Act of Parliament 
(46. George 111.) which says: 


An appraiser is a person whose calling 
or occupation is to value property of any 
description or any interest therein, for or 
in expectation of, any gain, fee, or re- 
ward. 


The liability which we are contem- 
plating is the extent to which he may 
be held responsible to the person em- 
ploying him, for any loss or damage 
which he (the employer) may suffer 
from acting upon the valuer’s advice. 


Valuers Licensed in England 


In Great Britain a valuer must take 
out a government license at an annual 
cost of £2. 0. 0. under a penalty of £50 
for non-compliance with this provision. 


The granting of the license is how- 
ever merely a matter of revenue and 
does not carry with it the slightest as- 
surance that the licensed person is 
qualified to value anything. 


Towards the government depart- 
ment, therefore, which authorizes him 


to act, the valuer has no responsibility 
whatever. Such responsibility as he 
has is towards his client only. 


The client is any person who em- 
ploys the appraiser to advise him as to 
the value of the commodity which he 
has under consideration. These com- 
modities are legion in number and 
comprise everything which may be the 
subject of sale or exchange between 
the members of the race. They may be 
divided into two main classes: chattels 
and real estate; and the principles set 
out hereafter apply equally to both 
classes, but as the practice of the mem- 
bers of our respective institutes is more 
particularly concerned with the latter, 
these remarks apply chiefly to valua- 
tions of real estate. 


Purposes of Valuations 


Valuations may be made for various 
purposes, among which are the fol- 
lowing: 


For sale or purchase in the open mar- 
ket. 


For sale or purchase as between a will- 
ing vendor and a willing purchaser. 


For compensation when the land is tak- 
en under compulsory powers. 


For a loan by way of mortgage. 


For estate duty purposes. 


For land development. 


For arbitration. 


The procedure under every one of 
these headings involves the considera- 
tion of different conditions, and in 
some cases a knowledge of special 
Acts of Parliament and local regula- 
tions. 


Duty of Valuer to Clients 


There is therefore a large variety of 
matters in which a valuer may be en- 
gaged in contractual relations with an 
equal variety of ciients, and towards 
them he owes a clearly defined duty. 
But even to them he is not responsible 
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for the soundness of his valuation, but 
only for the spirit in which it is made 
—for the bona fides with which the 
duty is undertaken and carried out.. It 
is the honesty of the report which is its 
indispensable characteristic. A valuer 
is not responsible for a mistaken opin- 
ion or one which is inconsistent with 
subsequent results. Indeed, he is not 
responsible for any opinion, as such, 
which he may give. 


Nor is this to be considered remark- 
able, bearing in mind the nature of 
value; its subtlety is deep, since it is 
the measure of the average man’s de- 
sire for a commodity; its variability 
changes like a veritable barometer, 
answering to the inter-play of shifting 
economic factors, which move in ob- 
scurity and only reveal themselves in 
their effects. It sometimes happens, for 
instance, that when a business proper- 
ty has been valued for the purpose of 
sale, the purchaser resells at a profit; 
and not unnaturally, the original ven- 
dor feels disappointed that the higher 
price was not obtained by him. He sus- 
pects that the valuer failed to appre- 
ciate some factor of value which dis- 
closed itself to the purchaser and en- 
abled him to realize a profit which 
should rightly have been included in 
the price fixed by the valuer. There is 
much to be said for this view, yet it is 
not always possible to foresee sudden 
increase in value, such for example as 
may be caused by the incursion of a 
particular trade into a district, result- 
ing in activity of demand and appre- 
ciation of prices. 


Effects of Falling Values 


Conversely, a fall in values may 
take place for a reason equally unex- 
pected. Indeed, the excess of a val- 
uer’s estimate over the amount real- 
ized on a re-sale is a most fruitful 
- cause of trouble between a valuer and 
his client. 


When, for instance, a valuer advises 
the purchase of a property at a certain 


sum and the same property on a re- 
sale realizes an amount which is ap- 
preciably less, it is by no means unnat- 
ural that the client should feel ag- 
grieved, particularly after having paid 
for expert advice. 


The disappointment of clients has 
often brought a matter of this kind in- 
to the law courts, but it has invariably 
been held that such apparent falsifica- 
tion of the valuer’s report does not 
render him liable for damages, pro- 
vided the opinion was honestly given. 


The valuer’s difficulty is enhanced 
by the fact that his estimate is nearly 
always a future one. Past values are 
recorded in prices actually paid; pres- 
ent values become past before the ink 
on the report is dry. It is with the fu- 
ture the valuer has to deal. He would 
be a hardy man who would foretell the 
coming season’s crops; and although 
the forces which make for changes of 
value are less obscure than those 
which determine the weather, a fore- 
cast must contain an element of uncer- 
tainty. Prophecy is not to be had fora 
fee, and even an educated opinion 
cannot reasonably carry with it legal 
responsibility for future happenings. 


Incompetence One Ground for Liability 


Yet, although no liability attaches 
either to the holding of a license or to 
the expression of an opinion, a very 
serious liability does arise, under the 
fundamental principle of English law, 
that the subject must not wilfully or 
negligently mislead a fellow subject 
with regard to any matter which he 
may undertake on his behalf. A breach 
of this principle would at once render 
the valuer liable for the consequences. 


It is perhaps superfluous to say that 
actual fraud would bring the valuer 
within the grasp of the law. Naturally 
deliberate deception, wilful mis-state- 
ment with intent to defraud, would 
make a valuer liable to make good 
damage resulting from his dishonest 
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advice, and might well lay him open to 
criminal prosecution; but even conduct 
which is not in itself fraudulent may 
yet be betrayal of the confidence re- 
posed in him, and so may bring liabil- 
ity in its train. The principle underly- 
ing the relation of a valuer to his client 
is that he is bound to give him the best 
advice in his power and to act in his 
interest alone. Anything which contra- 
venes this principle may be held ac- 
tionable. For instance, the acceptance 
of instructions to value—the under- 
taking, with or without a fee, to make 
a valuation of any object —implies an 
assurance that the valuer is reasonably 
competent to carry out the duty which 
he undertakes; and the conscious ab- 
sence of such competence is not far re- 
moved from a fraud upon the client. 


Gross incompetence, then, is one 
ground for liability, of which account 
is taken by the law. 


Valuer Responsible for Negligence 


Again, in any paid service rendered 
to another it is assumed that due care 
and diligence will be used in carrying 
out the work, and any failure in this 
respect will vitiate the service which 
is undertaken. 


Negligence, therefore, is also a 
ground of liability. 


Thus care and competence must go 
together; neither alone will suffice; 
the duty to the client demands both. 
No amount of care on the part of a 
man ignorant of the subject will be 
deemed a justification of his having 
undertaken the work of valuation; for 
in so doing, he has given an implied 
assurance that he is qualified to carry 
out his bargain with his employer. 


Valuer Must Know By-Laws 


A valuer is expected to have or to 
acquire a knowledge of Acts of Par- 
liament which apply to the property 
he is considering —such as the Lon- 


don Building Act, 1894, or the various 
Public Health Acts. He is expected to 
know or to make himself acquainted 
with the local by-laws and regulations 
governing the district in which the 
property is situated. It is looked upon 
as a part of his ordinary professional 
equipment that he should be aware of 
the scale of current prices and of their 
permanence or variation over such a 
period of time as may afford him a 
reasonable basis for the advice he 
tenders to his client. In short, he is a 
specialist, and is expected to possess 
just that special knowledge which is 
lacking in the lay client. 


But no degree of competence will 
excuse neglect, as, for instance, an 
omission to ascertain particulars which 
may be important factors in the valua- 
tion. 


It has been held that a valuer, who 
looked at the outside of a property but 
who failed to inspect the interior, had 
not used due care, and he was accord- 
ingly mulcted in damages. 


A similar view was taken by the 
judge in a case where a valuer had re- 
ported for mortgage purposes without 
visiting the premises at all. Being well 
acquainted with the property, he omit- 
ted to visit it specially, and so was ig- 
norant of the bad state of repair in 
which it was subsequently found to be. 


Loyalty Must Be Unquestioned 


Again, since from the valuer is due 
entire loyalty to his client’s interest, it 
is of the utmost importance that any- 
thing which savors of departure from 
this rule should be avoided. It is not 
unknown in cases of valuation for 
mortgage for the fee of the valuer ad- 
vising the lender to be paid to him di- 
rect, by the borrower. This is most in- 
advisable, as it sets up a possible pre- 
sumption that the borrower and not 
the lender is really the valuer’s client, 
and that his interests are being guard- 
ed by the valuer, instead of those of 
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the lender. The following quotation 
cites a case in point: 


In an action brought to make a trustee 
liable for having advanced trust money 
on insufficient security Mr. Justice Stirl- 
ing, in delivering judgment, said that it 
appeared to have been arranged that the 
valuer should be paid by the mortgagor. 
It was stated that this was usual and also 
that the valuer received a higher fee 
when the mortgage was carried into effect. 
This might be usual, but was, in his Lord- 
ship’s opinion, improper. The mortgagee 
should choose to pay his own valuer, the 
charge being ultimately borne by the 
mortgagor. 


Influence of “Trustee Act” 


Such a looseness of arrangement 
may result in the lender (if a trustee) 
being himself held responsible to his 
trust for the soundness of a mortgage 
security. This contingency is directly 
provided against by the Trustee Act, 
1925, with which the valuer should be 
intimately acquainted, since it is his 
duty, not only to value the property, 
but also to advise as to whether a loan 
should be made. The following is an 
extract from the Trustee Act: 


A trustee lending money on the secur- 
ity of any property on which he can law- 
fully lend, is not chargeable with breach 
of trust by reason only of the proportion 
borne by the amount of the loan to the 
value of the property at the time when 
the loan was made, if it appears to the 
court: 


(a) That in making the loan the trus- 
tee was acting upon a report as to the 
value of the property made by a person 
whom he reasonably believed to be an 
able practical surveyor or valuer in- 
structed and employed independently of 
any owner of the property, whether such 
surveyor or valuer carried on business in 
the locality or elsewhere. 


(b) That the amount of the loan does 
not exceed two third parts of the value of 
the property as stated in the report. 


(c) That the loan was made under the 
advice of the surveyor or valuer ex- 
pressed in the report. 


By these clauses the responsibility is 
deliberately shifted from the shoul- 


ders of the trustee, a proceeding which 
emphasizes the necessity on the val- 
uer’s part of doing nothing which may 
in any way throw a doubt on his single 
hearted devotion to the client’s inter- 
est. 


But here a note of warning must be 
sounded. 


In urging “devotion to his client’s 
interest” it is not meant that the val- 
uer should strain his valuation in his 
client’s favor. Although his legal re- 
sponsibility is to his client alone, yet to 
the community at large he has a gen- 
eral responsibility for doing the fair 
thing. 


His report, therefore, should be 
nothing but a clear statement of the 
conclusion reached by him from the 
facts. Should any distortion occur, it 
would not only vitiate entirely the use- 
fulness of his valuation and lay him 
open to censure, but would reflect in- 
juriously on the reputation of the 
whole profession. The valuer must 
steer a straight course; divergence on 
either side is to be carefully avoided. 


Judicial Opinion of Surveyor’s Fees 


In this connection, Mr. Justice War- 
rington took strong exception to the 
prevailing practice of surveyors charg- 
ing the full fee in the event of the re- 
port being favorable to the loan, and 
accepting a smaller remuneration paid 
as a preliminary fee where the report 
was unfavorable. The learned judge 
said, “It is obvious that if and when 
that was the case, it was to the interest 
of the surveyor to make such a report 
as would enable the matter to go 
through, whereas his duty was to ad- 
vise the trustees independently and 
without reference to any question con- 
cerning his fees.’’ His Lordship was 
the more desirous to make this state- 
ment because in another case, which 
was recently before him, there was 
evidence that the practice of which he 
was now expressing disapproval, was 
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common. It is well that surveyors and 
trustees should know that such a prac- 
tice was not one to be countenanced, 
and that a certificate given by a sur- 
veyor in such circumstances was one 
which they might find the court would 
not feel justified in accepting as suffi- 
cient to satisfy the provisions of the 
Trustee Act. 


Another practice, happily rare, is 
an instance of what ought to be strict- 
ly avoided, and that is the acceptance 
by the valuer of any fee from the bor- 
rower for finding the money, or for 
‘ any services rendered by him in ar- 


ranging the loan. In fact, he must keep 


his hands clean from any proceeding 
which would in any way sway him 
from the duty of making his client’s 
interest the paramount consideration. 


Extent of Liability 


But if liability should arise what is 
to be the extent thereof? 


In general terms, the measure of 
damage may be said to be the loss 
which the client has sustained as a di- 
rect result of the valuer’s failure to 
perform rightly the duty which he un- 
dertook. In estimating this loss the 
principle employed is to assess, so far 
as it can be assessed in money value, 
the sum necessary to place the client 
in a position as favorable as he would 
have occupied had the valuer used due 
skill and care in arriving at his advice. 


A necessary outcome of this prin- 
ciple is that, where a client has suf- 
fered no damage, the valuer will be 
free from any penalty whatever even 
though he may have been incompetent 
or negligent or both. In a case of this 
nature—analogous in principle al- 
though it was concerned with chattels 
and not with real estate —it was held 
that the defendant auctioneers, not- 
withstanding the fact that a sale cata- 
logue of china was negligently pre- 
pared by them, were not liable to pay 
damages, nor even the costs of the ac- 


tion, inasmuch as the china did not 
fetch any lower price by reason of that 
negligence. 


Exemptions of the Valuer 


It is important to note at this stage 
that a valuer is in no way responsible 
for negligence in making his report to 
any person other than his employer. 
He owes no duty to any third party. 


When a valuer is acting as arbitra- 
tor, he is no longer liable for failing to 
exercise sufficient skill and care pro- 
vided he acts with bona fides. Apart 
from fraud, no action for negligence 
can be brought against an arbitrator. 


Before this section of the subject is 
dismissed, it is necessary to add that 
even where acting gratuitously, a val- 
uer is responsible in the same manner 
as if he had received a fee, it being 
considered that he is bound to respect 
the confidence reposed in him, and 
that the “gratuitous” service is rend- 
ered to his client for a consideration, 
although that consideration may be 
expressed in terms other than those of 
monetary reward. 


For the benefit of those who desire 
to consult the authorities upon which 
the remarks in this paper are founded, 
a schedule of the principle cases is ap- 
pended with a short epitome of the 
points dealt with in the several in- 
stances. 


A Straight Deal Is Required 


Such then are the considerations 
which govern the responsibility of a 
valuer to his client, and from a review 
thereof there emerges the notable con- 
clusion that notwithstanding the en- 
tire absence of legislative provision, 
the law bases its decisions on the fund- 
amental necessity of honorable con- 
duct in every transaction between man 
and man. A straight deal is the touch- 
stone of responsibility. 


Thus the law which is the common 
heritage of our two great countries 
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safeguards honest opinion against re- 
sponsibility and unforeseen results, re- 
quiring only that it shall be delivered 
in good faith, while it penalizes the 
slightest departure therefrom. 


That which the law strives to 
achieve by preventive and negative 
means, is the main object of the Auc- 
tioneers’ and Estate Agents’ Institute, 
and doubtless of the kindred body of 
the great land of the West. Together 
these two societies labor to establish 
by positive and aggressive endeavor a 
high standard of efficiency and integ- 
rity in professional conduct, so that 
when a man is accredited as a member 
of either of them, it shall be known 
that he is one whose advice may be in- 
vited with the assurance that it will be 
reliable and that it will be framed in 
the sole interest of him who seeks it. 


Cases Bearing Upon the Liability of a 
Valuer to His Client* 


Court of Common Pleas 


JENKINS v. BETHAM and ANOTHER 
January 31, 1855 


(Before Chief Justice Jervis, and Lords 
Justices Maude, Williams and Crowder) 





Liability Because of Negligence 


The declaration stated that the plaintiff, 
rector of F., agreed with the executrix of the 
late incumbent that dilapidations should be 
valued, as between them, by valuers to be ap- 
pointed on each side; and, in case the valuers 
disagreed, by an umpire to be appointed by 
the valuers; that such valuation should be 
final and conclusive; that the plaintiff, at the 
request of the defendants, employed them as 
valuers, for reward, to value the dilapidations 
on his behalf, and to use their best endeav- 
ours to procure the same to be settled at a 
reasonable amount as between the plaintiff 





*The writer is indebted for the following list of 
cases to the excellent handbook entitled MORTGAGE 
VALUATIONS of which the legal section was written 
by Mr. Graham Mould 









and the executrix; and the defendants accept- 
ed the employment, and entered upon it, with 
a valuer appointed by the executrix on her 
behalf. Breach, that through the defendants’ 
negligence the amount of dilapidations was 
settled by them and the said valuer at a less 
sum than they ought to have been settled at, 
whereby the plaintiff was obliged to accept 
from the executrix a smaller sum than he 
ought to have received. 


The evidence was: that the defendants were 
employed as alleged, and had agreed with the 
valuer of the executrix in valuing the dilapi- 
dations at too small a sum, having — through 
ignorance — valued as between incoming and 
outgoing tenant, instead of as between incom- 
ing and outgoing incumbent. 


HELD: first, that the defendants were not 
sued as quasi arbitrators; but that the cause 
of action was their undertaking that they 
were competent, and the breach of that un- 
dertaking; and, secondly, that although the 
defendants could not be expected to supply 
minute and accurate knowledge of the law, 
they ought to have known the broad distinc- 
tion between the case of an incoming and out- 
going tenant and the case of an incoming and 
outgoing incumbent, and that their ignorance 
in that respect was a breach of their engage- 
ment. 


V. C. Kindersley’s Court 


COTTER v. THE METROPOLITAN 
RAILWAY CO. 


Thursday, July 7, 1864 
(Before Vice-Chancellor Kindersley) 
Valuation and Fixtures 
Lands Clauses Act, Section 85: 


Where a railroad company, about to pur- 
chase a house for the purposes of its under- 
taking, causes a valuation of the premises to 
be made, in order that the sum determined 
upon may be paid into court — under Section 
85 of the Lands Clauses Act —such valuation 
must not be made by a mere inspection of the 
exterior of the premises. It must also include 
“fixtures”’. 


Court of Common Pleas 
November 25, 1873 


(Before Chief Justice Coleridge, and Lords 
Justices Keating, Brett and Denman) 
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Action for Negligence 


The plaintiff purchased the good will, stock 
and effects of a business at a valuation, the 
amount of which was to be fixed by valuers— 
one to be appointed on each side for that pur- 
pose — and, in case of difference, by an um- 
pire to be chosen by the valuers. The plaintiff 
employed the defendant as his valuer, and the 
defendant and the valuer appointed by the 
vendor fixed between them the amount of 
valuation. In an action for negligence in mak- 
ing such valuation, by which the value of the 
good will was fixed too high, the plaintiff ap- 
plied to administer interrogatories to the de- 
fendant to ascertain the basis on which he 
had agreed with the valuer of the vendor to 
calculate the valuation. 


HELD: that the defendant had not acted in 
the matter as an arbitrator, but as a valuer 
only, and was therefore liable to his employ- 
er for negligence; and the plaintiff, accord- 
ingly, was allowed to administer the interroga- 
tories. 


Queen’s Bench Division 


CRABB and OTHERS v. BRINSLEY. 
CRABB v. SAME 


October 29, 1888 


(Before Mr. Justice Denman and a special 
jury) 


Another Case of Negligence 


This was an action brought by mortgagees 
for damages caused by the negligence of the 
defendant, Mr. George Brinsley, of New 
Bridge Street, as a surveyor, in giving advice 
as to advancing money on certain property. 


The plaintiffs, by their statement of claim, set 


out that in November, 1882, they were applied 
to by one Tattersall for an advance of money 
by way of mortgage upon the security of cer- 
tain leasehold premises in Leather Lane, Hol- 
burn, comprising shops with dwellings over- 
head, used as artisans’ dwellings. The plain- 
tiffs, thereupon retained the defendant to act 
as their surveyor and to report upon the value 
of the premises as a security for an advance 
of £2,000. The defendant accepted the retain- 
er, and made a report that the premises were 
an ample security for an advance of £2,000. 
The plaintiffs, upon the faith of such a report, 
advanced to Tattersall £1,500 upon a mort- 
gage of the premises. The defendant was neg- 
ligent in making his report, and the premises, 
far from being worth £2,000, were ultimately 
sold for £410. The plaintiffs claimed £1,735 


for principal, interest and expenses. The de- 
fendant denied the retainer by the plaintiffs, 
and alleged he was acting solely for Tatters- 
all. He also denied negligence and other al- 
legations in the statement of claim. The sec- 
ond action, by one of the plaintiffs against the | 
same defendant, was in respect of a further 
advance of £1,500 on the same premises, and 
the two actions were tried together. 


The jury found that the defendant was em- 
ployed by the plaintiffs, but that he had been 
negligent only in advising the advance of the 
second loan of £1,500. 


The judgment was for the defendant in the 
first action, and for the plaintiff in the second 
action — £1,500 damages. 


Supreme Court of Judicature Court of Appeal 


LE LIEVRE and OTHERS v. GOULD 
February 38, 1893 


(Before the Master of the Rolls, Lord Esher, 
Lords Justices Bowen and A. L. Smith) 


Negligence and Liability of Surveyors 


Mortgagees of the interest of a builder un- 
der a building agreement advanced money to 
him from time on the faith of certificates giv- 
en by a surveyor that certain specified stages 
in the progress of the buildings had been 
reached. The surveyor was not appointed by 
the mortgagees, and there was no contractual 
relation between him and them. In conse- 
quence of the negligence of the surveyor, the 
certificates contained untrue statements as to 
the progress of the buildings; but there was 
no fraud on his part. 


HELD: that the surveyor owed no duty to 
the mortgagees to exercise care in giving his 
certificates; and they could not maintain an 
action against him by reason of negligence. 


Chancery Division 
LOVE v. MACK 
January 26-30, 1905 
(Before Mr. Justice Kekewich) 


Alleged Negligence by Auctioneers 
and Valuers 


The plaintiff, of Hawkhills, Easingwold, 
Yorks, sued Mr. Robt. Mack, of Messrs. R. & 
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W. Mack, auctioneers and valuers of Pilgrim 
Street, Newcastle, for damages for alleged 
negligence and breach of contract. 


The defendant (valuer) was sued by the 
plaintiff (mortgagee) for not exercising due 
skill and care in valuing licensed premises, 
which eventually failed to realise on sale suf- 
ficient to protect plaintiff from loss. 


The judgment was for the defendant on 
the ground that he had valued for an Insur- 
ance Company and not for the plaintiff; con- 
sequently, he had no liability to plaintiff for 
the employment of due care and skill. 


On appeal, the judgment in this lower court 
was confirmed. 


Glamorgan Assizes 


HARRISON v. STEPHENSON and 
ALEXANDER 


August 4 and 5, 1905 
(Before Mr. Justice Channell) 


Alleged Breach of Duty by 
Auctioneers 


The defendant valuers were sued for want 
of care and skill in valuing property for a 
mortgage loan on the ground that, when the 
property was offered for sale, no offer equal 
to the amount of the mortgage loan could be 
obtained. The plaintiffs alleged that the de- 
fendants had made an error in their valuation. 


In giving judgment for the defendant the 
Judge remarked, inter alia: “A surveyor who 
makes a valuation of this sort does not guar- 
antee that the property will fetch so much. 
He says, ‘That is my opinion. I am a skilled 
man and you can rely upon it, and that is my 
opinion for what it is worth.’ Unless you can 
make out that he has not taken some pains 
that he ought to have taken, you cannot bring 
an action against him for a. mere error of 
judgment. ... 


“The general result, it seems to me, is that 
it has not been made out that there is the sort 


of negligence for which a valuer is respon- 
sible.” 


Chancery Division 


DIVE v. ROEBUCK 


December 9 and 10, 1909 
(Before Mr. Justice Warrington) 


Breach of Trust under Trustee’s Act 


A trustee, having power to invest in lease- 
hold security “in his own name or under his 
legal control,” invested on contributory mort- 
gage of an underlease, upon the advice of his 
solicitor. The security was introduced to the 
solicitor by a surveyor, and the surveyor’s fee 
depended on the mortgage going through. 
The trustee employed the surveyor to value 
the property for him. The surveyor’s report 
showed that the security was a speculative 
one and might in certain eventualities subject 
the mortgagees to liability in respect of cov- 
enants not only of the underlease, but of the 
head lease. In the result the mortgage money 
was nearly wholly lost. 


HELD: that the trustee had not acted “‘rea- 
sonably” and ought not to be excused from 
liability for the loss, under Section 3 of the 
Judicial Trustee’s Act, 1896. 


Although this action was against a 
trustee and not against a valuer, the 
learned judge’s remarks with refer- 
ence to the valuation are worthy of at- 
tention. He said: 


The security had been introduced by 
Charles, a valuer whom the trustee employed 
to value the property on his behalf. Surely 
the fact that the surveyor introduced the se- 
curity would lead one to suppose that he had 
some interest, at any rate, in getting the mort- 
gage through; and, in fact, he had, because 
the payment of his fee for his survey depend- 
ed on whether the mortgage went through 
or not. That ought to have aroused his (the 
trustee’s) suspicion. With a whole range 
of surveyors to choose from, he chose as 
a person to survey on his behalf the man 
who had introduced the matter, which 
seems to me to have been most imprudent. 
Then the report itself, I think, a report which 
would have made an ordinary prudent man of 
business, who was acting on his own behalf, 
hesitate before he went into such a transac- 
tion. The surveyor who made the report said 
that he had not seen the lease and therefore 
did not know what the provisions were. He 
did not know whether there were any unusual 
covenants. He also said he thought it was pos- 
sible that the rents then obtained for one set 
of flats would not be maintained in the future, 
but the deficiency might be made up by the 
rents of the other two. There, again, would 
not an ordinary man of business who does not 
want to speculate, but who wants to get, as a 
trustee ought to get, a perfectly safe security 
for his money, if he were acting reasonably, 
hesitate to take a security the value of which, 
to some extent at all events, consists in a pos- 
sible increase of rents in the future? He knew 
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that this was an underlease. It does not come 
to very much, but he was told that there was 
a third person behind, who, if the rents were 
not paid, or if the covenants in the head lease 
were not performed, might re-enter and put 
an end to the underlease which formed the 
whole of the mortgage security. Then, again, 
he was told by the report that the ground rent 
is a substantial sum of £350—much more 
than the interest on the money he is going to 
advance—and that he may, therefore, if the 
mortgagor fails to pay, have to find, in order 
to save the property, the £350 per annum, if 
the mortgagor ceases to pay the ground rent 
and if the rents from these flats did not come 
in. I need not say any more. 





Queen’s Bench Division 


BECK and ANOTHER v. SMIRKE 
January 18 and 19, 1894 
(Before Mr. Justice Wills) 


Case of a Careless Valuation 


This action was brought to recover-the loss 
suffered by the trustees of an estate who ad- 
vanced money on mortgage on a surveyor’s 
valuation, but did not realize the amount on 
a forced sale of the property. 


Mr. Justice Wills said a surveyor who was 
employed had to exercise competent care in 
making his report. This had not been done. 
The valuation was made in a most careless 
manner. The judgment was for the plaintiffs 
— £200. 





King’s Bench Division 
PALMER v. GODWIN, BASLEY & CO. 
March 38, 1908 
(Before Mr. Justice Darling and a special 


jury) 


e 


¢ 


Valuer’s Liability Damages £1,750 


The defendant valuer was sued on the 
ground that he had failed to exercise due 
skill and care in making his valuation in which 
he recommended a mortgage loan of £5,500. 
Within three years of this valuation the prop- 
erty was found to be badly planned, badly 
built, and in a deplorable state of repair. The 
evidence was to the effect that it was doubt- 
ful whether an offer to purchase at any price 
could be obtained. 

The judgment was for the plaintiff — dam- 
ages £1,750. 





Southampton Court 


FITZGERALD’S TRUSTEES v. FURBER 
July 6 and 7, 1909 
(Before Mr. Justice Channell and a Jury) 


Negligence — Damages Assessed 


This action was brought by trustees against 
a valuer and surveyor of Southampton. 


The claim stated that plaintiffs had suffered 
damage through defendant’s alleged negli- 
gence in failing to exercise due care, diligence 
and skill in ascertaining the true value of 
property on which the trustees advanced £6,- 
000 on mortgage, in consequence whereof he 
valued it at a much greater value than it was 
really worth, and advising that a much larger 
sum could be advanced than could be ad- 
vanced with safety, and the plaintiffs, acting 
on his advice, and relying on it, lent larger 
sums than the property was security for, and 
thereby incurred loss. The statement added 
that the plaintiffs lent £6,000, and that the 
property, deducting the costs of realisation, 
would not realise £3,000 or thereabouts. The 
defence was a denial that the defendant was 
employed by the trustees to make a valuation 
of the property, and the other allegations 
were also denied. 

Evidence was adduced on both sides as to 
the value of the property at the times when 
the several advances were made and at the 
time of the action. In the end the Jury re- 
turned a verdict for the plaintiffs— £1,000 
damages. 


e 





Severance Damage to an Apartment Site 
By AYERS J. DU Bois, M. A. I. 





As a means of stimulating discussion of principles and of methods and procedure in 
the appraising of real property, THE JOURNAL is publishing a series of appraisal re- 
ports dealing with various classes of property. Each one is prepared by a Member to 
demonstrate the methods and procedure he considers proper for the type of property or 
problem involved. They are not offered as “standard,” nor is it to be understood that they 
are “approved” by the Institute. 


The officers of the Institute earnestly desire that all members study the sample — 
appraisals and questions published from time to time and send in short, concise, con- 
structive discussion of the principles involved and other suggestions as to methods or 


procedure. 


dous value to the entire membership. 





Through the active cooperation of all members in this manner we shall be able to 
make this Journal a real forum of discussions and ideas and thereby it will be of tremen- 


Address Mark Levy, Chairman of the Publications Committee, American Institute of 
Real Estate Appraisers, 59 E. Van Buren Street, Chicago, Illinois. 








APPRAISAL OF PARCEL No. 225 


Street Opening and Widening District No. 508 
Southeast Corner of Arterial Street and Poppy Lane 


AYERS J. DU BOIS 
Realtor - Appraiser 
7079 Hollywood Blvd. 
Los Angeles 


June 19, 1931. 


Mr. A. R. Roscoe, 
4456 Vista Del Mar, 
Hollywood, Calif. 


Dear Mr. Roscoe: 


In accordance with your request I 
have made a careful study and inves- 
tigation in order to determine the fair 
market value (land only) of your 
property in this City known as 3350 to 
3370 Arterial Street, as of the date of 
January 7, 1931; and also to deter- 
mine the damages which will be 
caused to that property by the taking 
of a portion thereof by an action in 
eminent domain brought by the City 
of Los Angeles for the purpose of wid- 
ening Arterial Street. The report at- 
tached hereto sets forth certain infor- 
mation gathered by me, as well as my 
conclusions and the bases for them. 


In my opinion the fair market value 
of the property (land only) described 
in the report, subject to the conditions 
stated therein, as of January 7, 1931 
was 


SIXTY THOUSAND DOLLARS 
($60,000.00) 


In my opinion the damages your 
property will suffer and the amount 
which you should be awarded in com- 
pensation therefor will be 


ELEVEN THOUSAND EIGHT 
HUNDRED EIGHT DOLLARS 
($11,808.00) 

With best wishes and awaiting fur- 
ther opportunity to be of service to 
you, I am 

Sincerely yours, 


fej dt 
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Summary of Report 


Fair Market Value of Entire 
Holding (Land Only) $60,000 

Average Value Per FrontFoot $341 

Average Value Per Square Foot $2.39 


Area of Entire Holding....25,114 sq. ft. 
Area of Portion Sought.... 2,700 sq. ft. 


Size of Entire Holding, 176 Ft. (Arte- 
rial St.) x 145 Ft. (Poppy Lane). 


Fair Market Value of Proper- 
ty Sought (2700 sq. ft. at 
$2.39 per aq. ft.).................. $ 6,453 


Severance Damage to Re- 
mainder, 10% 


TOTAL DAMAGES CAUSED 
BY THE PROPOSED CON- 
DEMNATION ACTION ....$11,808 


Estimate of Earning Capacity of the 


Sales Prices Established 


Appraisal Qualifications of 
Ayers J. du Bois 


12 years in real estate and appraisal 
business in Los Angeles. 


19 years a resident of Los Angeles. 


Has done appraisal work for: 

City of Los Angeles 

County of Los Angeles 

Board of Education, City of Los An- 
geles 

Corporation Commissioner, State of 
California 

Security-First National Bank of Los 
Angeles 


Los Angeles Gas & Electric Corpor- 
ation 


Hollywood Holding & Development 
Co. 

Community Securities Corporation 
of Hollywood 

Assessor, Los Angeles County 


Numerous individuals, companies, 
etc. 


Has held office in realty and appraisal 

organizations as follows: 

Member Executive Committee, 1931- 
1934, Appraisal Division of Na- 
tional Association of Real Estate 
Boards 

Vice-Chairman, Appraisal Division, 
Calif. Real Estate Assn., 1929 

Chairman, Hollywood Branch of 
Los Angeles Realty Board, 1928 

Director, Los Angeles Realty Board, 
1928-29-30 

Chairman, Educational Council, 
Calif. Real Estate Assn. 

Director, California Real Estate As- 
sociation 


Some properties appraised include: 

Taft Building, Hollywood, 12 story 
office building 

First National Bank Bldg., San Die- 
go, 13 story office building 

Physicians Building, Sacramento, 8 
story office building 

Leasehold, S. W. corner Hollywood 
Blvd. & Hudson Ave. 

Leasehold, N. W. corner Hollywood 
Blvd. & Orange Drive 

Subdivision and miscellaneous prop- 
erties for A. N. Kemp, Receiver 
for Guaranty Bldg. & Loan Assn. 
of Hollywood. 

Industrial properties, 9th & Soto 
district and others. 


Holds the certificate of the University 
of Southern California and Cali- 
fornia Real Estate Association for 
having successfully completed 
the University Course in Real Es- 
tate Appraisal, which Course he 
has taught (also the Course in 
“Real Estate” of same institu- 
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tions) for several years to groups 
of realty brokers, salesmen and 
others, as a special instructor for 
University of Southern California. 


Winner in 1929, with Chas. B. Shat- 
tuck of Los Angeles, of the An- 
nual Appraisal Contest of the 
California Real Estate Assn., the 
subject of the Contest having 
been the two leaseholds on the 13 
story First National Bank Build- 
ing, San Diego, Calif. 


delivered various special lectures 
for University of Southern Cali- 
fornia over radio and in classes 
on subjects pertaining to real es- 
tate and real estate appraisal, 
and is the author of articles pub- 
lished in a number of real estate 
publications. 


Appraisal of Parcel No. 225 


Street Opening and Widening District 
No. 508, Southeast Corner of Arterial 
Street and Poppy Lane 


Date 


This appraisal is made as of Janu- 
ary 7, 1931. 


Purpose 


The purpose is to set forth the fair 
market value of the property de- 
scribed herein and to determine the 
damages which should be awarded be- 
cause of the taking of a portion of the 
property by the City of Los Angeles in 
order to widen Arterial Street. 


Legal Description 


Lots One (1), Two (2), and Three 
(3), Tract No. 969, as per map re- 
corded in Book 63, Page 34 of Maps, 
records of Los Angeles County, Cali- 
fornia; also known as 3350 to 3370 
Arterial Street, Los Angeles. 


Size and Shape 


176 ft. (on Arterial St.) x 1465 ft. 
(on Poppy Lane). The shape is rec- 
tangular. The land is level and on 
grade with the abutting sidewalks. 


Location, Accessibility, Etc. 


The property is located on the east 
side of Arterial Street about three- 
fourths of a mile south of the Holly- 
wood Blvd. central shopping and thea- 
tre district. It is situated in a residen- 
tial area of great desirability, sur- 
rounded with many homes of beauti- 
ful appearance and occupied by peo- 
ple of more than average wealth, so 
that as a rental district for residential- 
income uses, this‘area draws tenants 
able to pay medium and high rentals. 
On Arterial Street excellent transpor- 
tation service is provided by comfort- 
able buses traveling at eight minute 
intervals to the business areas of Hol- 
lywood and Los Angeles. 


Improvements 


The improvements now on the prop- 
erty consist of flat buildings built in 
1917 and 1921. These buildings are 
not affected by the street widening 
program and need not be considered 
in this report. Being somewhat obso- 
lete both in architectural style and in- 
terior finish and arrangement, and 
containing but four units in each build- 
ing or twelve units in all, so that obso- 
lescence by supersession also affects 
them, the income-earning possibilities 
of the existing structures do not fairly 
represent the maximum expectancy 
potentially attainable. However, it is 
well to know that the units rent for 
$40 to $50 per month unfurnished, 
and the replacement cost new of the 
corner building would be about $13,- 
500 and $9,000 for each of the other 
two. The fair rental value of the units 
is estimated as being $6,000 per year, 
and the net earnings after allowing 
for taxes, insurance, water, gardener, 
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reserve for repairs, and vacancy al- 
lowance of 10%, would be about $3,- 
100 per year. 


Highest and Best Use 
Since the property is in the “R-4’’ 
Zone (unlimited apartment zone), it 
cannot be devoted to business uses al- 
though this possibility exists as a po- 


145 





Vij, = AREA SOUGHT 


tentiality of the near future and gives 
some added value to this land which 
is at a corner where neighborhood 
business endeavors would probably 
thrive even at this time. Note in this 
connection, that there are only two 
intersecting streets on Arterial Street 
south of Washington Ave., which lat- 
ter avenue is almost three-fourths of 
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a mile away and the present limit of 
the business zone on the north, and 
north of Security Blvd. which lies one 
block to the south and forms the ter- 
minus of Arterial Street, so that there 
are only six corner lots on Arterial 
Street in a distance of approximately 
a mile. The corner under appraisal is 
the best of these six corners for a 
neighborhood business development, 
mainly because it is most easily acces- 
sible to a greater number of people 
than the other corners (due to topog- 








raphy of the district which is of hill- 
side characteristics until Poppy Lane 
is reached) and also because it is far 
enough away from existing business 
enterprises to offer decidedly superior 
convenience to prospective traders. 
Because of the zoning, however, and 
in consideration of the excellent trans- 
portation facilities, the favorable en- 
vironing district, the size of the plot 
(176’ x 145’), etc., I consider that the 
highest and best use of this land con- 
sists in utilization as a site for a large 


Fxurpir #2 


Pitan Or PossisBte Site UTILIZATION 
Wirn E°SHApED APARTMENT BLDG. 





POPPY ZANE 








ARTERIAL STREET 















































H 
{ 
” 
| 
. 
i 
5 
i 
4 
i 


eee 


Erne DA winter awe a Pa 





Tue JouRNAL OF THE AMERICAN INSTITUTE OF REAL EstaTE APPRAISERS 





ExuispiT *3 
STREET MAP 





HOLLYWOOD BLVD. 














WASHINGTON AVE. 





by 
fey 
hy 
& 
& 
% 
ne) 
< 
63 
& 
fe 
< 

















ee 


Se ROSCOE 


PROPERTY 





























SEVERANCE DAMAGE 





apartment structure. The proportions 
of the plot would permit the erection 
of an “E’-shaped building, having 
three wings extending towards the 
east, separated by 20 ft. light courts, 
and set back 10 feet from both street 
frontages. Such a structure, four stor- 
ies above ground (the maximum for 
class “C” construction, higher build- 
ings having to be class “B” or “A”, 
according to building ordinances, 
which would be more costly than this 
site would warrant) would contain 
104 single and 8 double apartments, 
or, by varying the floor plan, more 
doubles and less singles. Because of 
the size of such a building, marked 
economies in management costs and 
operating costs could be effected as 
compared with those of smaller build- 
ings. 


Potential Earnings of the Site 


Improved with such a building as 
has been mentioned, the following 
conditions might be reasonably ex- 
pected to result. 


_ COST OF PROPOSED BUILDING 


Basement area 4,921 sq. ft. 
4 floors of 17,712 


70,848 sq. ft. 


TOTAL AREA 

Estimated cost of 
building 

Estimated cost of 
furnishings 


75,769 sq. ft. 


50,000 


ESTIMATED INVEST- 
MENT EXCLUSIVE OF 
$300,000 


ESTIMATED RENTAL VALUE 


(100% occupancy) : 
$ 82,080 
Allowance for va- 
cancy and rent 
losses (15%) .. 12,312 


GROSS EXPECTANCY 
AFTER VACANCY 


ALLOWANCE $ 69,768 


ESTIMATED DEDUCTIONS FROM 
GROSS EXPECTANCY 


Insurance 


Repair reserve 
(Building and 
Furnishings) 


Water, light, gas, 


4,750 


Management: 

Manager $2,400; 
Engineer $1,800; 

4 Maids $3,600; 
Elevator Ops. $1,800; 
Tel. Operator $900; 
Night Clerk, $1,200; 
Housekeeper $1,200; 

12,900 


(NOTE: The ‘Man- 
agement” cost of 
$12,900 is equal to 
17.03c per sq. ft. of 
bldg. area.) 


Capital Charges: 
Annuity required to 
return 8% on cost of 
building ($250,000) 
and return the cost 
in 35 years (Hoskold 
formula 8% and 
3% rates) 


Annuity required to 
return 12% on cost of 
furnishings ($50,000) 
and return the cost 
in 10 years (Hoskold 
formula 12% and 
3% rates) 


TOTAL ESTIMATED 
DEDUCTIONS 


EARNINGS IMPUTABLE 
TO LAND 
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CAPITALIZED VALUE OF LAND 
EARNINGS, 6% RATE 


CAPITALIZED VALUE OF LAND 
EARNINGS, 7% RATE 


Capitalized values resulting from 
analyses of the foregoing nature are 
not to be regarded as absolute indi- 
cators of value, in a quantitative sense, 
as slight variations in the estimates 
will materially affect the result; care- 
fully made, however, such analyses do 
form valuable aids to one’s judgment 
in determining fair value of property. 


74,150 


Valuation of the Land 


The foregoing analysis indicates 
possible land earnings of $4,449 per 
year, assuming a constant level of 
gross earnings and deductions as set 
forth, which conditions do not and 
would not exist in such types of prop- 
erty. The indicated earnings capital- 
ized at 6% would reflect a value of 
$74,150 and at 7% $63,550. Consider- 
ing the probabilities that the site may 
in the near future be so zoned as to 
permit commercial activities on a por- 
tion of it at the corner, the weight 
which an intending buyer would as- 
sign to such probabilities, the profit- 
ableness of the site for such activities, 
my familiarity with the district for the 
past ten years or longer (I having 
listed and sold property in this neigh- 
borhood), and the foregoing analysis, 
it is my opinion that the fair cash mar- 
ket value of the site described as of 
date of appraisal and at the present 
time (June, 1931) is $60,000. 


This property was sold in February, 
1926 to a Mr. Harry Mogul for $80,- 
000. The purchaser, however, meeting 
with reverses was forced to default in 
payment of interest on the purchase- 
money trust deed given back by him 
to the seller with the result that the 
latter has recently repossessed the 
title to the property. There have been 
no recent sales of property on Arter- 
ial Street nearby, except compulsory 


transactions such as the one just de- 
scribed. For example, a parcel 60 feet 
wide and 434 feet deep (extending 
up-hill) a few hundred feet north of 
the land appraised herein, was sold 
under foreclosure since January, 1931 
for only $9,000, being bid in by the 
holder of the encumbrance which was 
in default. The northeast corner of 
Arterial Street and Poppy Lane, 75 x 
150, sold in 1925 for $400 per front- 
foot and is held today at slightly more 
than that figure. 


The value of $60,000 assigned by 
me to the site under appraisal is 
equivalent to $341 per front-foot, 
$2.39 per sq. ft., and might be allo- 
cated $400 per front-foot for the cor- 
ner 75 ft. and $300 per front-foot for 
the inside 101 feet. The area of the 
entire holding is 25,114 sq. ft. 


Estimate of Damages 
PROPERTY SOUGHT 


A strip of land 15 feet deep and ex- 
tending across the Arterial Street 
frontage of the property appraised is 
sought in the pending action in emi- 
nent domain. A small area is also tak- 
en at the very corner in order to 
“round off” the corner, cutting along 
the diagonal of an 11 foot rectangle, 
amounting to 60 square feet. In ac- 
cordance with the practice prevailing 
in this city in estimating damages for 
property condemned, viz., multiplying 
the area (in sq. ft.) of the property 
taken by the average value per square 
foot of the entire holding, which prac- 
tice will be applied to the other par- 
cels involved in the pending action, 
the value of the part sought is estimat- 
ed as follows: 


AREA SOUGHT: 
2640 sq. ft. 


2700 sq. ft. 


VALUE OF AREA SOUGHT: 
2700 x $2.39 (average value per 
WE NE  scenckcxeautersacodaheeedsbecasch chatsessseea $6,453.00 
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SEVERANCE DAMAGE 


Since the highest and best use of 
this property is for a large apartment 
house, the taking of the portion sought 
will result in a depreciation in value 
of the remainder below that which it 
possesses as a part of the present hold- 
ing. This severance damage is caused 
by several factors but the main one is 
stated below. 


It is a well-known fact that large 
apartment properties can be operated 
at lesser unit costs than small ones, and 
it follows, therefore, as is also a widely 
admitted fact, that large sites are of 
greater value per unit in which value 
is expressed (front-foot, square foot, 
etc.) than several separate but adjoin- 
ing parcels of equal total area but 
owned by different persons. This is 
mainly due to management-cost econ- 
omies effected in the case of the larg- 
er buildings, and can be clearly point- 
ed out in the present case. 


Referring to page 158, it will be not- 
ed that the projected structure is of 
75,769 sq. ft. total area and would re- 
quire an estimated yearly payroll of 
$12,900 to operate it, or an outlay of 
17.03c per sq. ft. of area. Now consid- 
er that 15 feet are taken off of the 
depth of the site; this will, of neces- 
sity, lessen the area that can’ be built 
upon, necessitating the shortening of 
each of the three wings of the “E’- 
shaped structure by 15 feet, which 
would result in a lessening in area of 
7,380 sq. ft. total for the entire build- 
ing. (NOTE: do not be confused by 
the difference in land area taken, i. e. 
2700 sq. ft., and building area lost, 
i. e. 7,380 sq. ft. Since an apartment 
building cannot cover the entire area 
of the land but must have light courts, 
the shortening of depth of the land re- 
sults in a loss of but 1,845 sq. ft. area 
per floor in the building, or 7,380 sq. 
ft. in all.) Therefore, after the taking, 
a building of the type and height 
planned and set back the same dis- 
tance from the street boundaries, 


would have an area of but 68,389 sq. 
ft. It is apparent that although the 
area of the building would be lessened 
by 7,380 sq. ft. or 9.74%, the salaries 
of manager, engineer, elevator and 
telephone operators could not be cut 
down, but the services of one maid 
might be dispensed with. It is a rea- 
sonable assumption that other items 
of expense and charge against the 
gross income could be proportionate- 
ly reduced, so that if the services of 
one less maid would be required, the 
two situations would compare as fol- 
lows: 

Pr. Sq. Ft. 
BEFORE: Bldg. area, 75,769 sq. ft.— 

Management cost, $12,900 


AFTER: Bldg. area, 68,389 sq. ft.— 
Management cost, $12,000 


INCREASED COST PER SQ. FT. FOR 
MANAGEMENT (17.54c less 17.08c) 


INCREASED COST FOR 68,389 Sq. 
Ft. (68,389 x .51c) $348.78 per yr. 


CAPITALIZED VALUE OF IN- 
CREASED COST OF MANAGE- 
MENT AT 7% CAPITALIZATION 
RATE ($348.78 = .07) $4,983.00 


Thus it is seen that on the basis of 
the assumptions made, which I believe 
to be reasonable, the taking of 15 feet 
of the depth of this site will result in 
a severance damage to the remainder. 
If it be argued that this loss will not 
accrue because the projected building 
does not exist on the site, let the er- 
roneous character of such an argu- 
ment be seen: it is not here intended 
to be implied that such a damage 
would exist only IF such a building 
were in existence; but it is intended by 
reason and logic to account for the 
viewpoints of prospective purchasers 
which in this instance would result in 
penalizing the site after the taking of 
a portion of it, thereby leaving it with 
a comparatively shallow depth for 
apartment purposes. It makes no dif- 
ference whether the site is improved 
with an apartment building or not; 
the severance damage will accrue nev- 
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ertheless because of the lessening of 
the depth of the property —not be- 
cause of the cutting-off of any build- 
ing. The “projected-building”’ idea, or 
illustration, is resorted to merely to 
lay a foundation for my opinion that 
some severance damage will be caused, 
as well as to afford somewhat of a 
guide in estimating the amount of 
such damage. 


In my opinion there will be a severance 
damage to this site of 10% or $5,355, calcu- 
lated as follows: 


VALUE OF SITE BEFORE 
THE TAKING OF AREA 
SOUGHT 


VALUE OF AREA TAKEN 
(See Page 159) 


VALUE OF REMAINDER BE- 
FORE SEVERANCE DAM- 
$53,547 


SEVERANCE DAMAGE TO 


REMAINDER (10% x $53,547) $5,355 


Summary of Damages 


In my opinion the damages which 
should be awarded to the owner for 
loss in value of his property due to the 
condemnation of a portion thereof, 
are as follows: 


FOR PROPERTY SOUGHT TO BE 


FOR SEVERANCE DAMAGE TO RE- 
MAINDER 


Certification and Contingent 
Conditions 


1. It is assumed that the title is 
good; no search thereof has been 
made and the opinions rendered here- 
in are stated without regard to ques- 
tions of title. 


2. No survey has been made of 
the site. Dimensions shown on the offi- 


@ 


° 


cial maps of Los Angeles County have 
been used and are assumed to be cor- 
rect. 


8. This is a fractional appraisal 
(that is, of land only and not of the 
land together with the improvements 
now existing thereon) and it is invali- 
dated if used as a summation apprais- 
al (that is, if the value reported here- 
in for land is combined with an as- 
signed value of existing buildings and 
the resulting sum is represented as 
the fair market value of the entire 
property including buildings.) 


4. By fair market value is meant 
the highest price in terms of money 
which the property (i. e., land if va- 
cant) would bring if exposed for sale 
in the open market, a reasonable time 
being allowed to find a buyer who 
would buy with full knowledge of all 
the uses to which the site is adapted 
and‘of which it is capable. 


5. I certify that I have no present 
or contemplated future interest in the 
property appraised and that my em- 
ployment is not contingent upon the 
amount of the value or damages re- 
ported. 


6. I certify that to the best of my 
knowledge and belief the statements 
made herein are correct; and that this 
appraisal has been made in conform- 
ity with the STANDARDS OF PRAC- 
TICE FOR REALTOR-APPRAISERS 
adopted by the NATIONAL ASSO- 
CIATION OF REAL ESTATE 
BOARDS. 


feat 


Signed June 19, 1931. 


¢ 





Comments and Discussions 


du Bois — Severance Damage to An 
Apartment Site 


A 


HE appraisal made by Mr. Ayers 

| du Bois handling the condemna- 
tion problem for street widening 

in Hollywood, Calif. gives much evi- 
dence of preparation and thought. He 
conclusively determines damages for 
the owner of a certain piece of prop- 
erty on Arterial Street from which a 
small strip of land on the frontage is 
being taken by the City. The arrange- 
ment of procedure is systematic and 
includes, in the proper place, a sketch 
of the land showing the area sought by 
the City measuring one hundred sev- 
enty six (176) feet frontage by a 
depth of fifteen (15) feet; an illustra- 
tion of the proposed utilization of the 
site; and, a street map of the district. 
The disposition of facts are made clear 
and easily understood. He convincing- 
ly sets forth the information for deter- 
mining the fair Market Value of the 
land as vacant. After allocating the 
portion of the value to the part needed 
for the widening of Arterial Street, he 
estimates the damages to the remain- 
der caused by the taking of a portion 
thereof by action of Eminent Domain. 


It is informative that the present 
improvements now on the property are 
shown to be obsolete due to super- 
cession. As the district has changed 
‘from a lower to a higher utilization, 
the value of the land has increased at 
the expense of the improvements. 


The foundation ground work in this 
case rests upon the definition of Mar- 
ket Value most often quoted and ac- 
ceptable, I understand, in the Courts 
of California. The appraisal has been 
built up by using the income method 
(making the land residual). There has 
been placed a hypothetical improve- 
ment on the land, which would repre- 


sent the highest and best use of the site 
(highest and best use meaning an im- 
provement that over a period of years 
produces the maximum income on both 
the value of the land and building). 


After creating this structure cost- 
ing $300,000.00. he then determines 
the earning expectancy of the prop- 
erty and from this amount deducts 
all expenses for operation, interest on 
the building, and amortization, arriv- 
ing at the earnings that would be ap- 
plicable to the land. This amount is 
then capitalized in perpetuity which 
determines the residual land value. 
The value is then checked with sales 
and asking prices of similar lands. 


There has been omitted a notation 
to the effect that the remaining eco- 
nomic life of the present improvements 
have ceased. The appraisal states, that 
the net income from the property with 
the present improvements is $3,100.00 
which apparently pays approximately 
5% on the value of the land as vacant. 
This fact alone shows that no value 
could be given the improvements if 
the land is to be valued as developed 
to its highest and best use. 


Also the appraisal does not show 
whether the property could be devel- 
oped at the present time to its highest 
and best use. If it could not, then it is 
inevitable that the residual land value 
found must be deferred until such 
time as the land is available for devel- 
opment to its highest and best use. 


After arriving at the total value of 
the land as vacant, using the income 
method, the appraiser then reduces the 
value to a square foot unit and applies 
this factor to the number of square 
feet taken. This part of the process of 
allocating the value is used generally, 
but it is logical to assume that this 
procedure would not apply in all cases. 
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It is brought out in the appraisal 
that the effect of the proposed acquisi- 


tion of the property to be taken by the 


City will damage the remaining prop- 
erty by reducing the income that 
could be produced when developed to 
its highest and best use, in that it 
would reduce the size of the new im- 
provement. 


The Severance Damage is therefore 
ascertained by reflecting the earning 
capacity before and after the loss of 
the land. Mr. du Bois ascertains the 
Total Damages by adding the value of 
land taken plus the Severance Damage 
which is the basis of his opinion as to 
the just compensation due his client. 

J. Alvin Register, M.A.I., 
Jacksonville, Florida. 





B 


I have read over Mr. du Bois’ ap- 
praisal with a good deal of interest. I 
have a general aversion to appraisals 
based on estimated earnings from a 
proposed building. However, Mr. du 
Bois developed this point quite careful- 
ly. There is just one question which I 
should like to ask: his value of $60,- 
000 for the plot is $341 per front foot 
for property on the main highway 
with a depth of 145 ft. Let us assume, 
for point of comparison, that the front- 
age on the side street, Poppy Lane, is 
only 130 ft. (or the amount after the 
condemnation is made). If the front- 
age on Poppy Lane were but 130 ft. 
would Mr. du Bois recommend that his 
client purchase an additional adjoin- 
ing strip on Poppy Lane 15 ft. with a 
depth of 176 ft. and pay for this strip 
$11,808 or $787 per front foot for 
Poppy Lane frontage? Unless this is a 
price which the purchaser could prop- 
erly afford to pay for this 15 ft. strip, 
then I would feel that the figure of 
$11,808 were excessive. 


Norman L. Newhall, M. A. I., 
Minneapolis, Minn. 





C 


In my opinion the appraisal of 3350 
to 3370 Arterial Street, Los Angeles, 
by Mr. Ayers J. du Bois is very good 
in logic and presentation. It is felt, 
however, that some improvements are 
possible and the following comments 
are offered in the interests of advanc- 
ing the profession of appraising. 


The method pursued by Mr. du Bois 
consists of establishing the present 
value of the land through determining 
the use to which the property could be 
put and the land value developed 
therefrom. The square foot value is 
determined and applied to the portion 
of the land taken to arrive at the dam- 
ages. An additional item of severance 
damage is computed due to the effect 
on the value of the entire holding 
through taking this strip of land. 


In cases of this kind it seems prefer- 
able to me to compute the total value 
of the property before and after the 
improvement. The difference between 
the two values represents the loss to 
the owner of the property. Such a 
method would combine the value of 
the land taken as well as damage to 
the balance of the property. In this in- 
stance only land value is considered 
since the improvement apparently does 
not affect the present buildings, al- 
though no plat is submitted showing 
the location of the present buildings 
on the lots. 


The method followed in determin- 
ing the present value of the land, by 
determining the proper improvement 
for the location and computing the 
land value developed by such an im- 
provement, is correct in my opinion. I 
would call attention, however, to the 
lack of supporting data indicating that 
the proposed structure was justified at 
the present time and could be rented 
at the rental indicated. I assume that 
such a building would be justified at 
the present time or it would not have 
been used in the appraisal, but the 
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supporting data would have been an 
important addition to the appraisal. 


The estimated costs of the building 
and furnishings are given without any 
supporting data. It would seem to be 
desirable to furnish more detailed in- 
formation concerning the specific type 
of building and the basis of the costs 
thereof with similar information for 
the furnishings. 


The estimated rental is placed at 
$82,080 without an explanation of the 
method of arriving at this figure. Un- 
der ordinary circumstances the rental 
of apartment buildings will not be 
maintained at a constant level during 
the life of the property, usually de- 
clining as the property becomes older. 
This may have been taken into consid- 
eration in estimating the rental value, 
but it is not so indicated. One of the 
main objections that has been raised 
to the establishment of value based on 
income has been the basis of comput- 
ing the income. It is of utmost impor- 
tance that careful study be given to 
the future income possibilities of the 
property in order that the estimated 
rental may be as accurate as possible, 
based upon facts available. 


Mention is made of the probability 
of the site being zoned in the near fu- 
ture for commercial activities. If such 
re-zoning is sufficiently probable to 
justify consideration, it would seem to 
be desirable to compute the value of 
the land under such development. 


As mentioned above, it is my opin- 
ion that the value of the property be- 
fore and after the improvement should 
be computed, the difference represent- 
ing the loss. Under such a method a 
separate computation of a severance 
damage would not be necessary. How- 
ever, since this method has been fol- 
lowed I feel the following comments 
are in order. 


In computing the severance damage 
Mr. du Bois takes into consideration 
only the increased cost per square foot 


for management, assuming certain 
items of expense will continue the 
same while other items of expense will 
be decreased proportionately. It would 
be my recommendation that it would 
be more accurate to submit detailed 
information and figures concerning the 
property on the smaller lot rather than 
make the computation as given in the 
appraisal. It is possible that the cost 
of the building on the smaller lot will 
be higher in proportion to the cubic 
contents and area due to the fact that 
in all probability the elevator equip- 
ment and other items of similar nature 
will be the same in both buildings. In 
addition, the rentals may not vary in 
proportion to square foot area since 
the loss in space may result in deduc- 
tion in the number of lower rental 
apartments rather than the higher 
rental apartments. This could only be 
determined through a detailed analy- 
sis of the buildings which should be 
erected on the present lot and the lot 
after the improvement has been com- 
pleted. 


Mr. du Bois makes the statement 
that, “Capitalized values resulting 
from analyses of the foregoing nature 
are not to be regarded as absolute in- 
dicators of value, in a quantitative 
sense, as slight variations in the esti- 
mates will materially affect the result; 
carefully made, however, such anal- 
yses do form valuable aids to one’s 
judgment in determining fair value of 
property.” 


He further states “The ‘projected- 
building’ idea, or illustration, is resort- 
ed to merely to lay a foundation for 
my opinion that some severance dam- 
age will be caused, as well as to afford 
somewhat of a guide in estimating the 
amount of such damage.” 


By these two statements he appar- 
ently creates an impression that fac- 
tors other than income analysis are 
more important. Where income prop- 
erties are involved there is no better 
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basis for value than the future income 
which can be developed from the 
property and, while not “absolute in- 
dicators of value, in a quantitative 
sense,” they should be the basis for 
value of such properties and not “re- 
sorted to merely to lay a foundation” 
for his opinion. 


It is realized that the appraisal 
probably was made for submission in 
court, and courts have not been edu- 
cated as yet to accept valuations based 
on projected earnings. The education 
of courts in correct appraisal methods 
should be one of the functions of the 
Institute. It is to the end of improving 
methods that the above comments 
have been made. 


Joseph B. Hall, M. A. I., 
Cincinnati, Ohio. 


e¢ ¢ ¢ 


Goldstone—Appraisal of a Business 
Property* 


A 


Under Title No. 4 Mr. Goldstone 
makes it appear that strictly to con- 
form to the Appraisal Standards of 
the National Association one must, in 
determining market value as defined 
by those Standards, make an estimate 
of future gross rents, future operating 
expenses, and future net earnings of 
an investment property for each year 
separately of the term assigned as the 
remaining economic life of the exist- 
ing building. Such a belief is not cor- 
rect. If an appraiser’s basis for mak- 
ing an estimate of “future benefits” is 
such as to enable him to discern prob- 
able changes in the quantity of those 
benefits at certain times, then he nat- 
urally would set up in his calculations 
a time-series of benefits; if he has no 
basis for estimating such changes, or 
if he believes there will be none, then 
he would do as Mr. Goldstone has 
done, viz., assume that the benefits 
will accrue each year (either actually 


*Mr. Goldstone’s Appraisal appeared in the October, 
1932 issue of this Journal on pages 56 and 57. 


or on the average) in equal amounts. 
Title No. 4 advances the claim that in 
the instant case the method followed 
(which assumes that the future bene- 
fits will be equivalent to an unvarying 
sum for the remaining economic life 
of the building, plus an wnvarying 
sum, i. e., land earnings, in perpetuity) 
is more “conservative” than the prac- 
tice of estimating the benefits as a ser- 
ies of varying earnings, for the reason 
that the uncertainties of the future 
with respect to commodity prices, la- 
bor, and material costs, and the eco- 
nomic structure generally, are such as 
to make estimates of future changes 
in the benefits mere “guesses” with- 
out reasonable bases. However, if 
those uncertainties make an estimate 
of changing benefits mere guesses, 
they also make an estimate of wn- 
changing benefits just as questionable. 
Title No. 4 doubtless contains the hid- 
den assumption that estimates of 
changing benefits always provide for 
“increase’’-changes which Mr. Gold- 
stone believes cannot reasonably be 
expected or estimated in the case at 
hand, so that it is more conservative 
to assume “stabilized” (which pre- 
sumably means “level” or “‘unchang- 
ing’’) benefits. But if, as he says, 100% 
locations may become 50% locations in 
less than ten years and become blight- 
ed areas even, may it not possibly be 
more conservative to estimate a time- 
series of benefits (which could and 
might provide for declining earnings, 
even as some of his “stabilized” rents 
reflect declines from actual rents be- 
ing paid) rather than to assume and 
use a level series? It might appear 
that Mr. Goldstone has estimated the 
rentals for only two or three years in 
the future, for he defines ‘“‘present 
rental value” as the “stabilized” rent- 
als for the “‘next few years’. Such is 
not the case, however, for his method 
assigns these same rents in perpetuity 
for the land and for 25 years in the 
case of the improvement. If his esti- 
mate was only for the next few years, 





CoMMENTS AND DISCUSSIONS 167 





then the present worth of the estimat- 
ed benefits for those few years only, 
plus the present worth of the rever- 
sion would determine his calculated 
value (meaning the result of the 
mathematical calculations, which may 
be different from the final value as- 
signed, for mathematical capitaliz- 
tions are not to be blindly accepted as 
absolute quantitative indicators of 
value). It might also well be ques- 
tioned whether the estimate of “‘op- 
erating expenses” (which checks 
closely with actual outlays for 1930 
and 1931) should not show some fu- 
ture changes. The taxes (32% of in- 
come) seem very high, and the “re- 
pairs and decorations” item ($400 for 
a $130,000 store-and-office building) 
seems very low (probably based upon 
the outlay for the previous year or 
two, which is not a good guide for the 
future). It might be possible to esti- 
mate some changes in these items at 
least. 


Mr. Goldtone’s method is not here 
criticised so much as the concepts ad- 
vanced in justifying its use. It may be 
said, however, that the method he 
used is one in which quite generally 
the data relied upon are concerned 
almost entirely with the past and the 
immediate present, whereas in ap- 
praising the value lies whdlly in the 
future, to which the past may be a 
very poor and misleading guide. It is 
towards the future that our gaze, in 
the main, needs to be directed. 


Ayers J. du Bois, M. A. I., 
Los Angeles, California. 


B 


On page 56 of the October, 1932 
Journal of the American Institute of 
Real Estate Appraisers — 


Just a very minor detail — but why 
should Bracton Goldstone “respect- 
fully beg” to certify, etc., in his cer- 
tificate? Age-old custom is responsible 
for this— but such a term certainly is 


out of place in such a comprehensive, 
complete, and business-like report. A 
better start for a certificate is “The 
undersigned certifies that he has— 
etc.” 


And in the first paragraph on the 
next page “‘please” is not necessary. 


Am sure Brother Goldstone will ac- 
cept this comment in the spirit it is in- 
tended. 


W.S. Guilford, M. A. L., 
Sacramento, Calif. 


oe ¢ ¢ 


Market Value 


A real estate appraisal is nothing 
more or less than the opinion of the 
appraiser, based upon his conception 
of the various elements which make 
up value as weighed by his experience. 


In the days before the present more 
scientific approach to this subject, a 
complete appraisal constituted the 
statement by the appraiser “I estimate 
the value of the property at so many 
Dollars”; with possibly a photograph 
or diagram to boot. 


As the work of appraising devel- 
oped along more scientific lines reports 
became more and more elaborate un- 
til today it is a question in my mind 
whether this elaboration is not in dan- 
ger of being carried too far, and that 
the high points which should stand 
out prominently as the real factors of 
value may not be overshadowed by 
what may be termed “window dress- 
ings” and “‘fillers-in’’ to give the re- 
port more pretentious appearance. 


It will be acknowledged that every 
request for an appraisal is followed 
by the appraiser’s inquiry “for what 
purpose is the appraisal to be used”. 
Therefore, I say that it is folly to dis- 
pute the fact that a given property can 
have different values at the same mo- 
ment, depending upon the purpose for 
which the value is found. 
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This brings us down to a much dis- 
cussed question of what is value? In 
my opinion the word value alone in 
the appraisal of real estate has not 
sufficient specific meaning to be fully 
interpreted unless it is modified to in- 
dicate the kind of value meant. If the 
value to be found is that as between a 
willing buyer and seller we term it 
market value. If the value to be found 
is that upon which an insurance com- 
pany, mortgage company, financial in- 
stitution, or other loaning agency com- 
ing under Governmental supervision 
would make a loan we might call it 
loan value. If the value to be found is 
that which the Tax Assessors has been 
directed by the tax laws of his Com- 
munity to use for levying taxes we 
might call it tax value. If the value to 
be found is that which an industrial 
corporation, a private owner, or the 
Public Utilities would require for the 
purpose of accounting, we might call 
it book value. If the value to be found 
is that to which an owner would be 
entitled to “‘make him whole” in con- 
demnation proceedings, we might call 
it condemnation value. 


In each of the foregoing cases the 
factors which enter into the deter- 
mination of value are different. Other 
terms such as Normal Value, Warrant- 
ed Value, etc., have been used. These 
terms, however, are not specific 
enough to indicate their true meaning. 
For example: Market Value may be a 
Warranted Value, it may be Normal 
Value; but the use of the term Market 
Value is so well known and so often 
referred to as the price at which the 
minds of a buyer willing but not com- 
pelled to buy, and a seller willing but 
not compelled to sell, meet, that it 
would seem only to add to the confu- 
sion to attempt now to put any other 
interpretation upon this already well 
established term. 


Loan Value specifies the purpose for 
which the valuation is to be used. It 


may be Market Value, but in the final 
analysis it may go still further into 
the consideration of elements which 
do not enter into Market Value. The 
condition of the money market un- 
doubtedly would affect the loan value, 
particularly so as the Loaning Institu- 
tions are regulated by law as to the 
percentage of value upon which they 
shall loan. Loan value may further 
take into consideration not only the 
local conditions which may be the fac- 
tors which control Market Value, but 
may be regulated by conditions in oth- 
er communities. If for example: in one 
part of the State a certain type of 
property is over-built, or if the loaning 
agencies have an excess of certain 
types of loans, the Loan Value of a 
similar property in another commu- 
nity might thus be affected. There are 
many conditions which affect Loan 
Value, particularly when considera- 
tion is given to properties of a special- 
ized type such as garages, theatres, 
and other properties whose utility is 
limited to a particular use. 


While Tax Value in most States is 
based upon “Full Value, or as it is 
sometimes termed True Value’’, it is 
not necessarily Market Value, because 
of the fact that properties for taxing 
purposes are required to be re-assessed 
each year. The Tax Value therefore is 
the value of the property for the spe- 
cific year, and should not therefore in- 
clude all the rights of future benefits 
to ownership. Tax Value being for the 
limited period of one year should also 
take into account the conditions of the 
times, and should to a greater extent 
than in the past be based upon present 
income. 


The law in most States provides 
Condemnation Value shall be the Mar- 
ket Value, but the law further spe- 
cifically states that the owner who has 
been deprived of his property shall be 
“made whole’’. Different from Market 
Value, Condemnation Value does not 
indicate a willing seller, so that in this 
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respect it may be defined as the value 
to a willing buyer from an unwilling 
seller compelled to sell but who must 
be made whole. 


The foregoing references are simply 
made to touch on the various phases of 
the subject, to emphasize the high 
points for discussion. 


There is still another value which 
has not been mentioned but which re- 
lates only to improvements, and that is 
Insurance Value. 


The Insurance Value on improve- 
ments does not take into consideration 
the elements of value in the same man- 
ner as Market Value, because of the 
fact that in Market Value the ques- 
tion of obsolescence, or improper im- 
provement of a parcel of land is ac- 
counted for in the valuation of im- 
provements, while Insurance Value 
eliminates these elements and takes 
into consideration only the replace- 
ment value, less physical depreciation. 
This brings us to the subject of the 
Summation Appraisal to which there 
has been so much objection from many 
sources. 


In my judgment there should be no 
objection to a Summation Appraisal 
provided both the.land and building 
are appraised by the same appraiser, 
or, if appraised by separate apprais- 
ers, that the summation of the apprais- 
als be certified to by the Real Estate 
Appraiser as constituting the true val- 
ue of the property. It would be the 
duty of the real estate appraiser in the 
use of the Summation method, to state 
whether or not the total of the value 
of the land plus the value of the im- 
provements thereon, represented the 
true value of the property as a com- 
plete unit, and if not to make such 
changes in the value as the circum- 
stances would warrant. 


What I wish to emphasize is that 
Market Value is the basic value of 
real estate, that Market Value is the 


price which property would bring 
when it is offered for sale by one who 
desires, but is not obliged to sell, and 
is bought by one who is under no ne- 
cessity of having it; determination of 
such price to be as of normal times, 
and not affected by the speculation of 
boom periods or the distress of depres- 
sion. 


Real Estate being a slow moving 
commodity should not be valued by 
the barometer of liquid securities, but 
should be stabilized over a reasonable 
period in which productivity may be 
definitely relied upon. 


These other values such as Loan 
Value, Tax Value, Book Value, and 
Condemnation Value should all be 
based upon Market Value and should 
vary as to their respective relationship 
to it. 


A term which has recently been 
used Warrantee Value may be regard- 
ed as fully contained within the term 
Market Value, but as has already been 
said, such terms as Normal and War- 
ranted Value lack definite description 
and may be misleading in so far as 
they may have many meanings. 


E. J. Maier, M. A. I., 
Newark, N. J. 


eo ¢ ¢ 
Concept of Value 


In order to arrive at value to be ex- 
pressed in dollars in any appraisal, it 
becomes necessary for the appraiser 
to formulate his own concept and then 
express it in clear and unmistakable 
language, so any person seeing the ap- 
praisal may understand the apprais- 
er’s angle of approach or point of 
view. 


I believe that the following expres- 
sion is clear and conveys the thought 
intended in a large majority of cases 
referring to the property as a whole 
and the land in particular: 


“The normal market value for the 
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highest general use.”’ This would in- 
clude Industrial, Warehouse, Stéam- 
ship, Commercial, Mercantile, Apart- 
ment House, Residential, Farm, etc. 


Railroad, Oil Stations, Utilities, 
Rights of Way, etc., are strictly spe- 
cial uses and may possess a value out 
of line with lands circumjacent there- 
to part of which may be franchise val- 
ue. Such conditions should be noted if 
considered and reflected in an ap- 
praisal and appropriate references 
made thereto. 


As land underlies all real property - 


it has a value by itself which I can 
best define as follows: Land value is 
locality value or the price a piece of 
property should bring at the date of 
appraisal in the position where locat- 
ed and nowhere else brought about by 
the development of the circumjacent 
territory of which it is an integral part 
and adds to or deducts from as the 
case may be. 


That being the case I believe that 
the land value should first be deter- 
mined and the value of the property 
as a whole, deducting the land value 
from the value of the whole will show 
the residual value of the improve- 
ments. 


Otherwise we cannot avoid being 
placed in the illogical position of stat- 
ing that the same area of similarly sit- 
uated adjacent land has a different 
value. The suitability to location and 
condition of an improvement, earning 
capacity as a whole all effect and con- 
trol their value. 


However, a property should be anal- 
yzed, checked, and compared with 


various other methods, differences 
weighed and reconciled by application 
of common sense, experience, and 
judgment. 


Percy A. Gaddis, M. A. L., 
Jersey City, N. J. 
oe ¢ ¢ 


Appraising for Tax Adjustments 


The exact and scientific appraisal 
report, computed, drawn, and pre- 
sented in the professional manner, has 
come to be an increasingly important 
factor in the daily business life of the 
Realtor. As a guide to real estate in- 
vestment it has always been inval- 
uable; in the settlement of estates it 
has smoothed the furrowed brows of 
attorneys; and, in a new and entirely 
appropriate role, it is steadily coming 
to be a boon to the bewildered tax- 
payer. 


It is this last phase of the appraisal 
report’s many-sided personality with 
which this article will deal. At about 
the time when the invariable answer 
to ““How’s business?” had come to be 
the original and brilliant “There isn’t 
any,” I began to cast an intrigued eye 
at a hitherto neglected stepchild of my 
office routine, “Appraising’’. In a town 
of 35,000, it is generally expected that 
a veteran real estate man should be 
able to cast a knowing eye up and 
down, left and right, across a piece of 
property, bite the end off a new cigar, 
sample the owner’s home brew, and 
wind up with a “Wal, I guess $18,000 
would be about right.” 


But an accurate, unassailable, cold- 
blooded appraisal of land and improve- 
ments including all the data needed to 
back it up in a court of law, is seldom 
seen. It is not a lawyer’s work and it is 
not an auditor’s work. There is but one 
profession to which it is kin, and that 
is the real estate business. 


When a common citizen receives a 
tax statement which, for some reason, 
he feels to be exorbitant, he rarely 
carries his complaint to the right 
quarters. He talks it over with the man 
next door, his barber, or his boss, 
grumbles a bit around the house, pays 
and hopes for relief after the next 
election. Seldom, if ever, does he take 
his grievance, in orderly fashion, be- 
fore the board of review. And when he 
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does he is incoherent with what he 
feels is the injustice done him, con- 
suming the time of the board with 
loud, irrelevant arguments. Sometimes, 
even the owner of mercantile property, 
whose tax bill runs into the thousands, 
neglects to study tax matters and pays 
until he can pay no more. 


An assessor, whose duties cover an 
entire township, cannot give to each 
individual property the close attention 
that insures absolute accuracy. Some 
condition peculiar to a particular site 
alone, that might slash the owner’s tax 
bill by 25%, may go unnoticed year 
after year. 


This was the case in a recent tax 
complaint that found its way to my 
office. A large building in the heart of 
the city, housing both offices and 
apartments, had been assessed at $216, 
860.00 for a number of years. My ap- 
praisal of the land and improvements 
came to $147,541.05. The condition 
“peculiar to that site’’ was that the 
building had been constructed on the 
bank of a ravine, which dropped from 
10 feet below sidewalk level in the 
front to 30 feet at the rear of the 
building. In my appraisal I deducted 
the amount expended for that part of 
the construction necessary to bring 
the slope to a level, as being neither 
land nor income producing improve- 
ment. 


In another instance, a very old 
building used as the surburban resi- 
dence of a wealthy Chicagoan, had 
been assessed at too high a figure be- 
cause of the exclusive neighborhood in 
which it was located. In this case the 
owner had paid a premium for the se- 
clusion and residential restrictions of 
the site—a bonus which in no way ef- 
fected the diminishing value of the 
improvements. 


Again, taxes will remain the same 
for years, without the usual allow- 
ance for depreciation of the improve- 
ments. At times the taxpayer will find 


that he is being assessed for the 
amount he paid for his property eight 
years ago, despite the enormous drop 
in real estate values. 


In presenting complaints before the 
Board of Review I have found it ad- 
visable to have an attorney present the 
case, myself appearing as a qualified 
expert witness. The appraisal itself 
has, of course, been drawn up before- 
hand, containing both the assessor’s 
valuation and my own, with reasons 
for the requested reduction. The docu- 
ment is left with the board for their 
perusal, following the hearing and 
pending their decision. 


In this way it may be possible for a 
number of eager students of apprais- 
ing to apply their knowledge to a 
practicable use and make it an item of 
considerable income to the office. The 
confidence and respect of the assessor 
and the Board of Review can be com- 
manded and retained by a true knowl- 
edge of the facts and a proper atti- 
tude in presenting them. 

By Oscar Soderquist, M. A.I., 
Waukegan, Illinois. 
eo ¢ 

Damages to Buildings 


I wonder in what terms other real 
estate appraisers have measured the 
damage done to residences and other 
buildings that have to be moved for 
street widening. I refer only to struc- 
tural damage and not inclusive of 
awards for land taken, the cost of sup- 
plying services and putting the house 
in tenantable condition again. 


Two real estate men of experience 
and myself were engaged by a proper- 
ty owner in a recent trunk line con- 
demnation involving the setting back 
of a house about twenty feet. Among 
other items of award we concluded 
that the owner was entitled to no less 
than twelve and one-half percent of 
the value of the building for structur- 
al strains and the many chances of 
misplacement that might become ap- 
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parent not only at once, but over a pe- 
riod of years. We agreed that houses 
were built on walls, and while build- 
ing movers testified the job could be 
done without substantial damage, we 
expressed belief that any lifting from 
the foundations might produce results 
requiring repairs at once or later. Fur- 
ther, doubt was expressed that, de- 
spite care, the house might lack an 
exact fit on the new wall built for it, 


e 


and that this and other earmarks of 
moving would prejudice it in the mar- 
ket. What owner, we said, would per- 
mit a mover to experiment with his 
house for an eighth of its value. 


The commissioners in the proceed- 
ing made an award which indicated 
some acceptance of this testimony. 


Frank B. McKibbin, M.A.L., 
Lansing, Michigan. 


¢ 


Market Prices of Vacant Lots 


Market prices of lots in any given 
neighborhood do not, as a rule, remain 
the same over a considerable period of 
time. The question then arises: What 
makes these values change? And if in 
a given locality, values have been mov- 
ing steadily upward, is this evidence 
that they will continue to do so in the 
future? 


We may state the matter very brief- 
ly by saying that the market prices of 
lots in a community at any given time 
are fixed by the demand for a certain 
grade or kind of lots, and the supply 
of lots of this type. By demand we 
mean simply the number of lots that 
people are actually buying. The num- 
ber of people buying residential lots is 
in turn determined by the number of 
prospective home builders or home 
owners in a given city. Accordingly 
this will depend largely upon the rate 
of increase in the city’s population, 
and upon the rate of income which 
prospective home owners may have. 


The demand, however, represents 
only one side of the picture. The other 
side is to be seen in the number of lots 
of a given character or class that are 
available in the city. A city may, for 


example, be so nearly one hundred per 
cent built up, that the number of va- 
cant lots available is very small in 
comparison with the number of lots 
people are willing to buy. In that 
event, the price per lot which buyers 
will have to pay will generally be de- 
cidedly higher than would be the case 
if such lots were more plentiful. Those 
who cannot afford to pay these prices 
must content themselves either to do 
without, or they must move to an out- 
lying section of the city, where lots 
are still plentiful, and prices accord- 
ingly lower. 


The market for lots in a city may be 
compared roughly to an auction in 
which the choicest lots go to the high- 
est bidders, the somewhat less choice 
locations to a lower group of bidders, 
and so on down. The prices of lots in 
this process will be determined there- 
fore, solely by the number and pur- 
chasing ability of bidders, (demand) 
and the number of lots of a given 
grade or quality offered for sale, (sup- 
ply). 

—From the National Association of 


Real Estate Board’s course on Real Es- 
tate Appraising. 


¢ ¢ 





New Members 


At the Regular Quarterly Meeting of the Governing Council, held in Chi- 
cago on November 17, 1932, the following were elected to the grade of Member 
in the American Institute of Real Estate Appraisers: 


A. J. Delano, Sacramento, California pany; former Director, Jacksonville Real 


Appraiser, Prudential Life Insurance Com- 
pany; Treasurer, Robertson-Govan Com- 
pany; Treasurer, Robertson-Govan Invest- 
ment Company; Treasurer, Property Fi- 
nance Corporation; Vice President of Ap- 
praisal Division, Sacramento Real Estate 
Board; Director, Fidelity Title Insurance 
Company; Secretary-Treasurer, Sacramen- 
to Real Estate Board; Member, Sacramen- 
to Planning Board. 


Thomas Francis Mason, Wilmington, 


California 


Active member, Los Angeles Realty Board; 
immediate past President, Wilmington Ro- 
tary Club; past President, Wilmington 
Chamber of Commerce; entered real estate 
business in June, 1923 with Taft Realty 
Company; studied real estate and real es- 
tate appraisals in the University of South- 
ern California. 


Henry Musch, Jr., New Haven, Conn. 


Past President and Active member, New 
Haven Real Estate Board; twelve years ex- 
perience in the general real estate business; 
ten years experience in the appraising of 
real estate; has kept record since 1913 of 
rentals, leases, material prices, construc- 
tion costs, and wage schedules, all of which 
are indexed to 1913 base for Jocal terri- 
tory and some important outside towns; 
has developed a special file containing 
2,000 photos of New Haven real estate, to- 
gether with 5,000 detailed property de- 
scriptions. 


Lawrence K. Tucker, Jr., Jacksonville, 


Florida 


President, Tucker Brothers, Inc.; Vice- 
President, Finley Tucker & Brother;. Loan 
correspondent for the Fidelity Mutual Life 
Insurance Company of Philadelphia; servic- 
ing agent for Florida for the Bankers Na- 
tional Life Insurance Company of Jersey 
City, New Jersey; servicing agent for 
Jacksonville for the Calvert Mortgage 
Company of Baltimore; member, Appraisal 
Committee of the Jacksonville Real Estate 
Board; active class ‘A’? member, Jackson- 
ville Real Estate Board; Director, Gulf Life 
Insurance Company of Jacksonville, Flor- 
ida; Director, Florida Title Guaranty Com- 


Estate Board; past President, Jacksonville 
Mortgage Loan Brokers Association; twen- 
ty-five years in the real estate and general 
insurance business. 


George F. Brass, Orlando, Florida 


Active member, Orlando, Florida Realty 
Board; member firm, Brass & Condict, 
Realtors; 1st Vice-President, Florida 
League of Municipalities; member, Orlan- 
do City Commission; graduate, real estate 
appraising course, National Association of 
Real Estate Boards; member, Tax Equal- 
ization Board, City of Orlando; Chairman, 
Planning and Zoning Commission, City of 
Orlando. 


Harold V. Condict, Orlando, Florida 


Active member, Orlando, Florida Realty 
Board; partner, Brass & Condict, Realtors; 
graduate, real estate appraising course, 
National Association of Real Estate 
Boards; formerly associated in Trust De- 
partment work with Chase National Bank, 
New York Trust Company, and State Bank 
of Orlando & Trust Company. 


Fred L. Palmer, Sarasota, Florida 


Secretary, Sarasota Real Estate Board, of 
which he is a broker member. 


Charles P. Glover, Tampa, Florida 


Active member and past President, Tampa 
Real Estate Board; past President, Atlanta 
Real Estate Board; past President, Florida 
Association of Real Estate Boards; Florida 
real estate commissioner; past chairman of 
Appraisal Commission, Florida Assn. of 
Real Estate Boards; President, Charles P. 
Glover & Associates; President, Charles P. 
Glover Company; Vice President, Sunset 
Park Holding Company. 


Frank R. Jewett, Vero Beach, Florida 


Active member and President, Vero Beach 
Real Estate Board; owner and manager, 
Jewett Appraisal Service; Vice President, 
Florida Association of Real Estate Boards. 


Bryan M. Grant, Atlanta, Georgia 


Active member, Atlanta Real Estate Board; 
President, B. M. Grant Company; Presi- 
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dent, Merchants & Mechanics Bank & Loan 
Co.; 20 years experience as an appraiser of 
business, residential, industrial, and acre- 
age properties. 


Walter R. Kuehnle, Chicago, Illinois 


Secretary, Harry S. Cutmore & Associates, 
Inc.; former member Appraisal Committee, 
Chicago Real Estate Board; active member, 
Chicago Real Estate Board; instructor in 
Real Estate Appraising at Central College 
of Commerce, Chicago; assistant to Mr. 
Cutmore in the reassessment of all property 
in Cook County, Illinois; superintended the 
appraisal of $30,000,000 worth of real es- 
tate of all kinds for receivers of closed 
banks; has appraised properties in Iowa, 
Missouri, California, Oregon, and Florida. 


Ralph V. Field, Galesburg, Illinois 


Active member, Galesburg Real Estate 
Board; Executive Director, Illinois Associa- 
tion of Real Estate Boards; former Presi- 
dent, Illinois Association of Real Estate 
Boards; member, National Committee on 
Real Estate Education, N. A. R. E. B.; 
member, States Council, N. A. R. E. B.; 
Vice-Chairman, Real Estate License Com- 
mittee, State of Illinois; Vice-President 
National Association of License Law Offi- 
cials; lecturer on and author of miscel- 
laneous articles on real estate appraising 
and related subjects; teacher of real estate 
courses in the Galesburg Real Estate 
Board; active in the real estate business 
since 1908. 


Oscar Soderquist, Waukegan, Illinois 


Active member and past President, Wauke- 
gan-North Chicago Real Estate Board; for- 
mer Chairman of local board Appraisal 
Committee; appraiser for Queen Insurance 
Company of America. 


James R. Davidson, Gary, Indiana 


Active member and Secretary, Gary Real 
Estate Board; Vice President and Treas- 
urer, Davidson & Davidson, Inc.; member, 
Associated Building Contractors of Gary; 
business includes brokerage, loans, man- 
agement, and appraisals. 


Oregon Milton Dennis, Baltimore, Md. 


Active member, Real Estate Board of Bal- 
timore; attorney at law; member Baltimore 
City Bar Association; member, Maryland 
State Bar Association; member, American 
Bar Association; special assessor, Appeal 
Tax Court of Baltimore since 1918; con- 
sulting appraiser for various financial or- 
ganizations. 


Albert C. Hofrichter, Baltimore, Md. 


Active member, Real Estate Board of Bal- 
timore; President, B. Howard Richards, 
Inc.; specializing in local and inter-city re- 
tail store locations in the North Central 
Atlantic States and adjacent territory. 


James D. Henderson, Boston, Mass. 


Active member, Boston Real Estate Ex- 
change; member firm of Henderson & Ross; 
member, Brookline, Massachusetts Zoning 
and Planning Board; author of text book 
entitled “Real Estate Appraising’; author 
of numerous articles for the National Real 
Estate Journal, Boston Transcript, Boston 
Post, Boston Herald, Banker & Tradesman, 
and insurance journals. 


. Frederick Beckett, Fall River, Mass. 


Active member, Fall River Real Estate 
Board; President, Massachusetts Associa- 
tion of Real Estate Boards; owner, High- 
land View Land Company; owner, New 
Boston Road Land Company; Treasurer, 
Queen Realty Company; member, Invest- 
ment Board, Union Savings Bank; Direc- 
tor, Troy Co-operative Bank; Director, Fall 
River Chamber of Commerce; instructor in 
real estate appraising in the Y. M. C. A. 
schools. 


Myer Markell, Fall River, Mass. 


Active member and Director, Fall River 
Real Estate Board; Director, Massachusetts 
Association of Real Estate Boards; Presi- 
dent, Fall River Underwriters Board; 
Chairman, Chamber of Commerce New In- 
dustries Committee; member of Executive 


. Committee, Fall River Chamber of Com- 


merce; Director, Rialto Amusement Com- 
pany, Inc.; Director, Fall River Theatres 
Co., Ine.; in the real estate business since 
April, 1915; taught the course in real es- 
tate appraising at the Y. M. C. A. of Fall 
River, Mass. 


Paul A. Kern, Pontiac, Michigan 


Active member and President, Pontiac Real 
Estate Board; member, Legislative Com- 
mittee, Michigan Real Estate Association; 
former general sales manager for Floyd 
Kent, Realtor; Secretary and Treasurer, 
Kent and Kern. 


N. S. Wood, St. Louis, Missouri 


Active member, St. Louis Real Estate Ex- 
change; President, N. S. Wood, Inc.; in the 
real estate business exclusively in St. Louis 
and St. Louis County since 1893. 
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Stephen F. Barrera, Brooklyn, N. Y. Mark Hambleton, Canton, Ohio 


Active member, past President, and mem- 
ber Appraisal Committee, Brooklyn Real 
Estate Board; 27 years experience in gen- 
eral real estate business. 


Lewis H. Pounds, Brooklyn, N. Y. 


Active member and past President, Brook- 
lyn Real Estate Board; former Treasurer, 
State of New York; former Commissioner 
of Public Works; former President, Bor- 
ough of Brooklyn; former member Com- 
mittee on Docks, Port and Harbor Develop- 
ments; specialized in appraisal work and 
court testimony since 1918 having ap- 
praised properties totaling in value from 
$150,000,000 to $200,000,000. 


Percival V. Bowen, Buffalo, N. Y. 


Active member, Buffalo Real Estate Board; 
member, Bowen and Bowen; member, J. C. 
& P. V. Bowen, Inc.; member, Bowen Se- 
curitieg Corporation. 


Frank D. Hall, New York City, N, Y. 


Associate member, Wichita Real Estate 
Board (Wichita, Kansas); Chief Apprais- 
er, the Equitable Life Assurance Society 
of the United States, New York City; Pres- 
ident, Monarch Investment Company, 
Wichita, Kansas; appraises property in 
Kansas, Oklahoma, Texas, Arizona, Utah, 
Washington, Oregon, and California; su- 
pervises all appraisals for mortgage loans 
in the United States submitted to the 
Equitable Life Assurance Society of the 
United States; member, special tax code 
commission, State of Kansas, 1929-30; con- 
ducted appraisal classes in the Wichita, 
Kansas, Real Estate Board, 1927-8; ex- 
perienced as civil engineer on railroad con- 
struction; former bank cashier; 25 years 
in the city mortgage lending business; 4 
years appraisal supervisor for the Con- 
necticut General Life Insurance Company, 
in Kansas, Missouri, Nebraska, Oklahoma, 
and Texas; 2 years residential appraiser, 
Metropolitan Life Insurance Company in 
Kansas. 


Claude L. Baker, Akron, Ohio 


Active member, Akron Real Estate Board; 
Treasurer, The Herberich-Hall-Harter Com- 
pany; Vice President, The Herberich Real- 
ty Co.; Treasurer, The Colonial Investment 
Corp.; member, Akron Appraisal Commit- 
tee for the Prudential Life Insurance Com- 
pany. 


President, Mark Hambleton Company; Di- 
rector, Executive Committee, The Title 
Mortgage Company, Canton, Ohio; Direc- 
tor, Better Business Bureau; Confidential 
adviser, and authorized real estate agent 
for H. H. Timken of the Timken Roller 
Bearing Co., Canton, Ohio; active Member 
and Past President, Canton Real Estate 
Board; past Vice President, Ohio Assn. of 
Real Estate Boards; past Director of Ap- 
praisal Committee, Canton Real Estate 
Board. 


Fred Droege, Jr., Cincinnati, Ohio 


Class “B’’ member, Cincinnati Real Estate 
Board; President, The Burgess, Droege & 
Spilker Company; served on various com- 
mittees in the Cincinnati Real Estate 
Board over a period of twelve years. 


James W. Farrell, Cincinnati, Ohio 


Class “B” member, Cincinnati Real Estate 
Board; suburban and subdivision Sales 
Manager of the Frederick A. Schmidt Com- 
pany; appraiser, Cincinnati district for the 
Metropolitan Life Insurance Company; ex- 
perienced in the appraisal of various types 
of improved, residential, industrial, and 
commercial property since 1917; former 
Secretary, the Homan Manufacturing Com- 
pany; Estimator and Superintendent, The 
Leibold Farrell Building Company. 


John H. Frey, Cincinnati, Ohio 


Class ‘‘E’’ member, Cincinnati Real Estate 
Board; employed by the Frederick A. 
Schmidt Company; A. B. degree, The Xav- 
ier University, Cincinnati; L. L. B. degree, 
The Xavier University Law School, Cincin- 
nati; holder of certificate for completing 
National Association’s course in real estate 
appraising. 


Russell Price, Cincinnati, Ohio 


Class “E’’ member, Cincinnati Real Estate 
Board; salesman and subdivision Manager, 
Frederick A. Schmidt Company; seventeen 
years experience in the real estate busi- 
ness; appraisal experience includes general 
appraising for sales purposes, appraisals 
for loan purposes, special appraisals, sub- 
division appraisals, and participation in the 
re-appraisal of Hamilton County, Ohio, for 
tax purposes in 1931. 
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Lewis R. Smith, Cincinnati, Ohio 


Active member, Cincinnati Real Estate 
Board; appraiser for the City of Cincin- 
nati; the County of Hamilton, the State of 
Ohio, the Federal Government; Appraiser 
for the B. & O. Railroad, the Pennsylvania 
Railroad, the C. C. C. & St. L. R. R., Erie 
Railroad, Dayton Union Railway, Norfolk 
and Western Railway, Chesapeake and 
Ohio Railroad. 


John B. Spilker, Cincinnati, Ohio 


Class “A”? member, Cincinnati Real Estate 
Board; Vice-President, The Burgess, 
Droege & Spilker Company; specializes in 
subdivision and residential property, in- 
structor in real estate appraisals at the 
University of Cincinnati and the American 
Bankers Institute; served six years as 
Trustee, Cincinnati Real Estate Board; 
served three years as President, Cincinnati 
Real Estate Board; served one year as 
President, Ohio State Association of Real 
Estate Boards; was elected one year direc- 
tor, National Association of Real Estate 
Boards. 


Joseph J. Haas, Cleveland, Ohio 


Member, P. J. & J. J. Haas, Realtors; class 
‘A’? member, Cleveland Real Estate 
Board; Director, Southwestern Savings & 
Loan Company; member, Bank Appraisers 
Association; member, Valuation Commit- 
tee, Cleveland Real Estate Board 1926- 
1929; Treasurer, Cleveland Real Estate 
Board, 1931; 1st Vice-President, Cleveland 
Real Estate Board, 1932-1933; member, 
Board of Trustees, Cleveland Real Estate 
Board, 1930-1933; appraiser for Clark 
Avenue Savings & Trust Company, 1914- 
1930; appraiser for Pearl Street Savings 
& Trust Company, 1914-1930; appraiser 
for Southwestern Savings & Loan Com- 
pany since 1930; appraiser for Home Mort- 
gage Company, Residence Mortgage Com- 
pany and Peoples Investment Company 
since 1919. 


Alexander S. Taylor, Cleveland, Ohio 


Active member, Cleveland Real Estate 
Board; past President, National Associa- 
tion of Real Estate Boards; President, V. 
C. Taylor & Son, Inc.; President, The Cory- 
don Realty Company; Director, The Guar- 
dian Trust Company; Director, The Guar- 
antee Title & Trust Company; Trustee, So- 
ciety for Savings; 44 years experience in 
real estate appraising. 


V. C. Taylor, II, Cleveland, Ohio 


Class “A” active member, Cleveland Real 
Estate Board; Vice-President and Treas- 
urer, V. C. Taylor & Son, Inc.; Vice-Presi- 
dent, The Corydon Realty Company; Chair- 
man, Valuation Committee, Cleveland Real 
Estate Board; formerly Trustee, Cleveland 
Real Estate Board; Yale University, 1919; 
in real estate business since July, 1919. 


Howard W. Etchen, Toledo, Ohio 


Active member and First Vice President, 
Toledo Real Estate Board; President, Suez 
Realty; President, The Etchen-Lutz Com- 
pany; President, Model Homes Building 
Company. 


William C. Bader, Bethlehem, Penn. 


Vice-President, Secretary and Treasurer, 
Mack & Bader, Inc.; Secretary and Treas- 
urer, Bethlehem Real Estate Board; terri- 
tory—city of Bethlehem and adjacent ter- 
ritory in Northampton and Lehigh Coun- 
ties; Active member, Bethlehem Real Es- 
tate Board. 


Evan J. Miller, Harrisburg, Penn. 


Owner Miller Brothers & Company; active 
member and President, Harrisburg Real 
Estate Board; Treasurer, Pennsylvania 
Real Estate Association; member, Harris- 
burg Association of Insurance Agents; for- 
mer Secretary, Pennsylvania Real Estate 
Association; in charge of building opera- 
tions for Union Real Estate Investment 
Company, Bellevue Park, Harrisburg, 
Pennsylvania. 


. Harris Colehower, Philadelphia, Pa. 


Active member, Philadelphia Real Estate 
Board; conveyancer, Mutual Success 
Building and Loan Association; Director, 
East Lansdowne Building Association; has 
appraised more than 3,500 properties in- 
cluding small dwellings; large apartment 
houses, factories, garages, and business 
properties. 


. A. Leighton, Wilkes-Barre, Penn. 


Active member and past President, Wilkes- 
Barre Real Estate Board; President, C. A. 
Leighton Company; Manager, Deposit and 
Savings Bank Building. 
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James Devine, Providence, R. I. 


Active member, past Director, and past 
chairman Appraisal Committee, Providence 
Real Estate Exchange; Secretary and 
Treasurer, The Appraisal Company of 
Rhode Island, Inc.; President and Treasur- 
er, The Angell Land Company. 


W. Denis, Nashville, Tennessee 


Active member and President, Nashville 
Real Estate Board; President, J. W. Denis 
Company; former appraiser, Union Cen- 
tral Life Insurance Company; former ap- 
praiser, Nashville Building and Loan Asso- 
ciation; former appraiser, Franklin Bond 
and Mortgage Company; former appraiser, 
Atlantic Life Insurance Company; apprais- 
er, Connecticut Mutual Life Insurance 
Company. 


Edward M. Ashton, Salt Lake City, 


Utah 


Vice-President, Ashton-Jenkins Company; 
Vice-President, Intermountain Building & 
Loan Association of Utah; associated with 
Intermountain Building & Loan Associa- 
tion of Arizona; associated with Home 
Building & Loan Association of Utah; as- 
sociated with First National Building & 
Loan of Utah; class “A” member, Salt 
Lake Real Estate Board; 10 years experi- 
ence in local savings bank; 25 years busi- 
ness activity with Ashton-Jenkins Com- 


pany, Realtors; past President, Salt Lake 
Real Estate Board; past President, Utah 
Real Estate Board; past President, Utah 
Mortgage Bankers Association; past Presi- 
dent, Salt Lake Chamber of Commerce; 10 
years experience as correspondent of Equi- 
table Life Assurance Society; for many 
years identified with real estate board ap- 
praisal committee of the Salt Lake Real 
Estate Board; actively affiliated with the 
Zoning Commission of Salt Lake City. 


. Guthrie Smith, Richmond, Virginia 


Active member and President, Richmond 
Real Estate Exchange; Vice President, La- 
burnum Realty Corp.; Vice President, 
Westover Hills Corp.; Vice President 
Rothesay Extension Corp.; Vice President, 
Boulevard Bridge Corp.; President, West- 
over Hills Sewerage Connection Corp.; Di- 
rector, Bank of Commerce and Trusts; past 
member Appraisal Committee, Richmond 
Real Estate Board; 14 years general real 
estate experience. 


Bert Weir, London, Ontario 


Active member and past President, London 
Real Estate Board; President, Bert Weir & 
Company; Vice President, Ontario Assn. of 
Real Estate Boards; Director, Atlas Gas 
and Utilities Corp. of Chicago. 





By-Laws of the American Institute of Real Estate 
Appraisers of the National Association 
of Real Estate Boards 


(As Amended November 17, 1932) 


ARTICLE I 
Objects 
SECTION 1. The objects of the Institute 
shall be: 


a. The advancement of the science of 
appraising and evaluating interests in 
real property; 


. The fostering of knowledge, of integ- 
rity, and the fair and accurate judg- 
ment of value of real property; 


. The professional advancement of its 
members; 

. The promotion of technical and scien- 
tific discussion among its members; 


. The promotion and propagation of 
sound, proper, and ethical practices; 


. The promotion of adherence to the 
Standards of Practice and Code of 
Ethics of the American Institute of 
Real Estate Appraisers; 

. The certification and identification of 
experienced and competent appraisers, 


ARTICLE II 
Membership 
SECTION 1. Membership in the Institute 


shall be divided into two grades — Members 
and Affiliates. 


SECTION 2. The grade of Member is open 
to any individual who holds, and remains in 
good standing in, any form of membership in 
a Member Board of the National Association 
of Real Estate Boards and who: 


a. Is not less than 25 years of age; 


b. Is actively engaged in a responsible 
capacity and in such manner that his 
regular duties involve the appraisal of 
real property. He shall have been ac- 
tively so engaged with a good record 
for at least five years, of which not 
more ‘than two years may have been 
in allied work, or be represented by 
university or college work agreeable 
to the Institute; 


. Satisfactorily establishes his knowl- 
edge of and his ability to appraise the 
mass of individual residential proper- 
ties, multi-family dwellings up to 
twenty-five family apartments, and the 


smaller retail and income properties; 


d. Demonstrates his ability to appraise 
all properties which are standard to 
and ordinarily encountered in a city 
or town of fifty thousand in popula- 
tion; 

. Satisfactorily passes a written or oral 
examination (either or both) given by 
the Institute. 


SecTion 8. The grade of Affiliate is open 
to any individual who holds, and remains in 
good standing in, any form of membership in 
a Member Board of the National Association 
of Real Estate Boards and who, having a clear 
record, complies with the membership require- 
ments to the satisfaction of the Governing 
Council. 


SEcTION 4. No individual may be admitted 
to the grade of Member in the Institute un- 
less his application be specifically approved 
by the Real Estate Board of which he is a 
member. 


In the case of applicants for admission 
either to the grade of Member or to Affiliate 
membership, who are prominent professional- 
ly and whose principal place of business and 
principal appraisal activities are in a territory 
not included in the jurisdiction of any mem- 
ber board of the National Association of Real 
Estate Boards or where a member board of 
the National Association of Real Estate 
Boards does not exist, the Governing Coun- 
cil may waive the requirement of membership 
in a member board of the National Associa- 
tion of Real Estate Boards as set forth in 
Sections 2, 3, and 4 of this Article, and, if 
otherwise qualified, admit such applicants to 
the grade of membership to which they are 
qualified in the Institute, provided, however, 
that if such applicants become affiliated with 
the Institute and at any time thereafter re- 
move to a community or locality where a 
member board of the National Association of 
Real Estate Boards exists or has jurisdiction, 
they must at once become members of that 
board in order to retain their affiliation with 
the Institute; and provided, further, in any 
event, that if membership in the National As- 
sociation of Real Estate Boards becomes avail- 
able to individuals who are not members of 
member boards, then all applicants and/or 
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Members or Affiliates not belonging to the 
National Association of Real Estate Boards 
must become members therein in order to re- 
tain their affiliation with the Institute. 


Section 5. Affiliate members may attend 
the annual meetings of the Institute and have 
the privileges of the floor but they may not 
vote or hold office. They shall receive without 
extra cost a copy of each of the publications 
of the Institute. 


Section 6. All individuals, when making 
application for membership, shall agree to up- 
hold the constitution, by-laws, principles, and 
ideals of the Institute and shall further sign 
an irrevocable waiver of claim against the In- 
stitute, or any of its governors, officers, com- 
mittee members, or other officials as individ- 
uals or as a group for any official act in con- 
nection with the business of the Institute, and 
particularly as to its or their acts in electing 
or failing to elect, advancing or disciplining 
him as a member. 


SECTION 7. The examination as to qualifi- 
cation for membership will be prepared by 
the Governing Council of the Institute, or 
such committees as it may appoint. The exam- 
ination of candidates may be delegated to the 
officers of the local Appraisal Chapter of the 
Institute, where such exists, or to the Apprais- 


al or such other committee as the Board of 
Directors of the local real estate board may 
designate, where no local chapter of the In- 
stitute exists. The papers and records cover- 
ing this examination will be forwarded to the 
Governing Council of the Institute for grad- 
ing, final judgment, and action on admission 
and the decision of the Governing Council. 


SECTION 8. All members shall be admitted 
to the Institute only by a vote of not less than 
80 per cent of the entire Governing Council 
and three negative ballots shall exclude. Can- 
didates for membership shall be examined 
under such rules of procedure as the Govern- 
ing Council may determine. 


SECTION 9. Whenever a ‘candidate seeks 
admission to the grade of Mémber in the In- 
stitute, the Secretary shall sénd a written no- 
tice of such application to all Members, in- 
cluding therein a digest of the candidate’s 
qualifications and stating a time limit for re- 
ply which in no case shall be|more than three 
weeks from date of mailing; It shall be the 
duty and obligation of each Member to reply 
to such notices and to give the committee 
notice thereby of any favorable or unfavor- 
able facts known to the Member regarding the 
candidate. All replies from Members shall be 
referred to the proper examining committee 
and considered by them, but kept in strict 
confidence by the members ‘of such commit- 


tee. A negative request of twenty Members in 
good standing, when such requests are made 
for cause, shall exclude a candidate. 


SEcTION 10. The Institute shall exercise 
effective disciplinary power over its entire 
membership, including expulsion for cause. 
Such disciplinary power will be sufficiently 
self-restrained so that there will be no curb- 
ing of the individuality of the member, but 
will provide control so that the member who 
fails to conform to the decisions and prin- 
ciples of the majority, may not continue to 
benefit from a professional status granted 
him by the organization. 


Disciplinary powers will be designed not to 
curtail ability and freedom of action, but to 
eliminate incompetency or lack of character 
or integrity. These powers shall be such that 
the Institute may effectively force a member 
to maintain himself to the standards which 
he has reached and proven to others at the 
time of his admission to membership. 


SECTION 11. Theaffirmative votes of at 
least 80 per cent of the membership of the 
Governing Council present at the time of bal- 
loting shall be required to discipline a mem- 
ber and a minimum vote of two-thirds of the 
entire Council shall be necessary for expul- 
sion. 


ARTICLE III 
Certificates 


SECTION 1. Each member shall receive a 
certificate issued by the Governing Council of 
the Institute as evidence of the fact that he 
has satisfactorily met the admission require- 
ments, including examination. 


SECTION 2. The Certificate of Membership 
as well as any badge or other evidence of 
membership issued at any time to a Member 
shall be the permanent property of the In- 
stitute and shall be returned promptly to the 
Secretary of the Institute when the member- 
ship of the individual to whom it is issued is 
for any reason terminated. 


ARTICLE IV 
Nomenclature 


SecTION 1. All members of the Institute 
may identify themselves by the initials “M.A. 
I.” which shall be the abbreviation for the 
words “Member Appraisal Institute.” Mem- 
bers may use these initials following their 
names for any professional purpose, corre- 
spondence, etc., as follows: John Doe, M.A.I. 


Members may also use the expression 
“Member American Institute of Real Estate 
Appraisers of the National Association of 
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Real Estate Boards” on letterheads, business 
cards and in other professional forms, pro- 
vided that such use shall always be dignified, 
in a manner satisfactory to the Governing 
Council, and in accordance with such rulings 
as the Council may issue from time to time. 


Section 2. Affiliates shall not be permitted 
professional identification with the Institute. 


ARTICLE V 
Dues 


SECTION 1. Subsequent to their election, 
members shall not be entitled to a certificate 
or any other benefits until the initiation fee, 
if any, and dues for at least twelve months 
have been received by the Institute. Failure 
to make such payment within ninety days of 
notice of election shall void the election to 
membership. 


All dues become payable on January ist of 
each year and in case of memberships accept- 
ed subsequent to that date dues for the sec- 
ond year will be adjusted on a quarterly pro- 
ration. 


SECTION 2. The Annual membership dues 
of Members shall be $20.00. 


SECTION 3. The annual membership dues 
of Affiliates shall be $10.00. 


SEcTION 4. Each application for admission 
in the grade of Member shall be accompanied 
by a $5.00 examination fee, non-returnable. 


SECTION 5. Five dollars ($5.00) of the an- 
nual membership dues provided for in Sec- 
tions 2 and 8 of this Article, is for annual 
subscription to The Journal of the American 
Institute of Real Estate Appraisers of the 
National Association of Real Estate Boards. 


ARTICLE VI 
Governing Council 


Section 1. There shall be a Governing 
Council consisting of a minimum of sixteen 
and a maximum of twenty-eight Members, one 
of whom shall be appointed by the Board of 
Directors of the National Association of Real 
Estate Boards, and the balance of whom shall 
be elected by the Institute from among its 
membership. 


SECTION 2. One-third of the elective mem- 
bers of the Governing Council shall be elected 
at each annual meeting to serve for a term of 
three years (except that at the first annual 
meeting of the Institute five shall be elected 
to serve for a term of one year, five to serve 
for a term of two years, and five to serve for 
a term of three years). 








ARTICLE VII 
Nominating Committee 


SECTION 1. The President, by and with 
the consent of the Governing Council, shall 
appoint a Nominating Committee, consisting 
of five Members of the Institute. 


SecTIoN 2. It shall be the duty of this 
Nominating Committee to nominate at least 
one person for each vacancy in the Govern- 
ing Council of the Institute, which nomina- 
tions shall be reported by mail to all Members 
of the Institute at least three weeks prior to 
its annual meeting. Additional nominations 
may be made by a petition signed by at least 
five Members in good standing provided such 
nominations shall be in the hands of the Sec- 
retary of the Institute at least five days prior 
to the annual meeting. 


The report of the Nominating Committee 
and any additional nominations shall be read 
at the first meeting of the annual meeting for 
the information of the Members. 


ARTICLE VIII 
Election of the Governing Council 


SECTION 1. The annual election of one- 
third of the elective members of the Govern- 
ing Council shall take place at the second 
session of the annual meeting of the Institute. 


SECTION 2. The election shall be by ballot 
and every Member in good standing present 
shall be entitled to one vote. 


SeEcTION 3. The Chairman shall appoint 
three tellers who shall make a tabulation of 
the ballots and report to the meeting the re- 
sult of the votes cast. The Members receiving 
the highest number of votes for the Govern- 
ing Council shall be declared elected and the 
tellers will so certify in writing to the Secre- 
tary of the Institute, giving the number of 
ballots cast for each nominee. Any tie vote 
shall be decided by a majority ballot of the 
members of the Governing Council, that is, 
the newly elected members and those continu- 
ing in office. 


SECTION 4. The Governing Council by ma- 
jority vote shall elect members to fill any va- 
cancies occurring between annual meetings 
and each person so elected shall hold office 
until the vacancy is regularly filled at the 
next annual meeting. 


ARTICLE IX 
Officers 


SecTION 1. The Governing Council shall 
elect from among its own number a President 
and Vice-President. These officers shall also 
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be respectively President and Vice-President 
of the American Institute of Real Estate Ap- 
praisers. The duties of these officers shall be 
such as usually pertain to their respective of- 
fices. 


SecTion 2. The chief executive officer of 
the Institute, shall, by virtue of his office, be- 
come a member of the Board of Directors of 
the National Association of Real Estate 
Boards. 


SEcTION 8. The Secretary and the Treas- 
urer of the National Association of Real Es- 
tate Boards shall be the Secretary and Treas- 
urer respectively of the American Institute 
of Real Estate Appraisers. All funds of the 
Institute, including any special funds contrib- 
uted to it by its members or others, shall be 
deposited in the treasury of the National As- 
sociation of Real Estate Boards by the Treas- 
urer and shall be segregated for the use of 
the Institute. The Treasurer shall make due 
accounting to the Governing Council of the 
Institute at least once each year. 


ARTICLE X 


Fiscal and Elective Years 


SECTION 1. The fiscal year and elective 
year of the American Institute of Real Estate 
Appraisers shall conform to those of the Na- 
tional Association of Real Estate Boards. 


ARTICLE XI 


Standing Committees 


SECTION 1. The standing committees shall 
be as follows: Executive Committee, Admis- 
sion Committee, Local Chapters Committee, 
Membership Committee, Legislative Commit- 
tee, Publicity Committee, Appraisal Proced- 
ure Committee, Statistical Committee, Disci- 
plinary Committee, Program Committee. 


SEcTION 2. Appointment and Duties. 


a. Appointment. Each of the above com- 
mittees shall consist of two or more 
Members of the Institute, except as 
otherwise herein provided. They shall 
be annually appointed by the Presi- 
dent by and with the consent of the 
Governing Council. 


b. Duties. The duties of these commit- 
tees shall be defined by the instruc- 
tions they shall from time to time re- 
ceive from the President of the Gov- 
erning Council. 


ARTICLE XII 


Special Committees 


SECTION 1. Special committees may be ap- 
pointed by the President, subject to the ap- 









proval of the Governing Council, to perform 
such services as may be assigned to them. 


ARTICLE XIII 
Local Chapters 


SECTION 1. For the purpose of affording its 
members better opportunities for close co- 
operation, discussion of various phases of real 
estate appraising, and local control, the Gov- 
erning Council of the American Institute of 
Real Estate Appraisers may under such rules 
and regulations as it may adopt establish 
such local chapters as may be deemed advis- 
able or necessary. These local chapters shall 
be known as “Chapters of the American In- 
stitute of Real Estate Appraisers of the Na- 
tional Association of Real Estate Boards” and 
shall each be given an identifying number in 
the order of their establishment. 


SEcTION 2. Upon the application of not 
less than fifteen Members in good standing, 
the Governing Council may grant authority 
for the establishment of local chapters with 
limits defined geographically by the Govern- 
ing Council, such authority to continue at the 
pleasure of the Governing Council and to be 
revocable by the Council under such rules as 
to quorum and vote as are elsewhere set forth 
for the expulsion of a Member. Such local 
chapters shall always have not less than fif- 
teen resident Members in order to maintain 
the continuity of their existence. The Govern- 
ing Council may, however, at its discretion 
grant a special dispensation for permitting 
the formation of a chapter with a member- 
ship below the minimum number established 
in the By-Laws. 


SECTION 8. These chapters shall have the 
right to elect a Chairman and other officers 
and committees and to assess dues necessary 
for their proper functioning. The actions of 
such local chapters shall at all times be sub- 
ject to the approval of the Governing Council 
of the American Institute of Real Estate 
Appraisers of the National Association of 
Real Estate Boards and shall at all times re- 
main subject to the Constitution and By-Laws 
of the American Institute of Real Estate Ap- 
praisers of the National Association of Real 
Estate Boards. Local chapters may not speak 
for the Institute without prior specific author- 
ization from the Governing Council. 


ARTICLE XIV 


Meetings and Quorums 


SECTION 1. The annual meeting of the 


American Institute of Real Estate Appraisers 
shall be held at the same time and place as 
the annual meeting of the National Associa- 
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tion of Real Estate Boards. Other meetings 
may be called by the Governing Council of 
the Institute from time to time. 


Section 2. All meetings of the Institute 
shall be open to all members of the National 
Association of Real Estate Boards, provided, 
however, that only Members and Affiliates 
duly enrolled in the Institute shall be entitled 
to the privileges of the floor, to participate 
in the discussions, and only Members to vote 
or to hold office. 


SecTION 8. Those Members present after 
due notice of not less than two weeks prior 
thereto shall constitute a quorum for any an- 
nual meeting. 


Section 4. A quorum for any special 
meeting shall consist of 60 per cent of the 
Members in good standing when present ei- 
ther in person or by proxy. All Members are 
to be notified by mail sent out at least two 
weeks prior to the date of any special meet- 
ing of any decisions to be-made at the meet- 
ing. Any decisions made at a special meeting 
without such prior notice shall not be final 
until confirmed at the next annual meeting or 
at a subsequent special meeting following due 
notice of the action to be considered. 


ARTICLE XV 
Limitation of Liability 


SEcTION 1. The National Association of 
Real Estate Boards shall not assume any lia- 
bility for expenditures or commitments of 


the American Institute of Real Estate Ap- 
praisers unless such expenditures or commit- 
ments shall first have been approved by the 
Board of Directors of the National Associa- 
tion of Real Estate Boards. 


ARTICLE XVI 
Territorial Appraisal Limitations 


SECTION 1. Appraisals made by a Member 
of this Institute outside of his own Board city 
or metropolitan area for the purpose of sell- 
ing a bond issue to the general public shall be 
made in conjunction with a fellow Member 
of the Board city or metropolitan area where 
the property to be appraised is situate; pro- 
vided, however, that there is such an Institute 
Member in such city or metropolitan area. 


ARTICLE XVII 
Amendments 


SECTION 1. These By-Laws may be amend- 
ed by the Governing Council of the American 
Institute of Real Estate Appraisers by a two- 
thirds vote of the Members present, provided 
thirty days’ notice in advance shall have been 
given to all Members of the intention to 
amend, together with a written copy of the 
proposed amendments, and provided further 
that such amendments be approved by the 
Board of Directors of the National Associa- 
tion of Real Estate Boards before they be- 
come effective. 





Current Articles 


“What Is the Value Today of an Industrial 
Property?” F. H. PROUTY. N. R. E. J. 
September, 1932, p. 37. $1.20. 

“Aims and Purpose of the American Institute 
of Real Estate Appraisers.” P. W. KNIS- 
KERN. R. & B. G. July 30, 1932, p. 3. 
$ .70. 

“All That Real Estate Wealth—Must and 
Shall Be Preserved Through Proper Con- 
ceptions of Appraisal.” L. C. HORO- 
WITZ. B. I. March, 1932, p. 25. $ .70. 

“American Institute of Architects Proposes 
Floor Area Document.” R. & B. G. Octo- 
ber 29, 1932, p. 9. $ .50. 

“Analysis of Changes Made in Manhattan As- 
sessed Valuations.” J. D. SILVERHERZ. 
R. & B. G. October 29, 1932, p. 3. $ .70. 

“Appraisal of a Service Station Site.” D. D. 
SAYER, JR. C. R. E. M. October, 1932, 
p. 84. $ .45. 

“Appraising Farm Lands.” O. O. REED. N. R. 
E. J. October, 1932, p. 55. $1.20. 

“The Basis of Prosperity.” EARLE SHULTZ. 
S. M. July, 1932, p. 6. $ .45. 

“Can We Lighten the Interest Burden?” B. & 
B. M. September, 1932, p. 29. $ .70. 
“Farm Real Estate Values Decrease Nearly 
100% Since 1920.” N. R. E. J. Septem- 

ber, 1932, p. 60. $1.20. 

“A Forum For Appraisal Discussion: The 
Journal of the American Institute of 
Real Estate Appraisers.” R. & B. G. Sep- 
tember 10, 1932, p. 6. $ .70. 

“How Many Stores Are Needed?” ROBERT 
KINGERY. R. E. September 3, 1932, p. 
12. $ .30. 

“New Influence on New York City Values.” 
A. N. GITTERMAN. R. & B. G. Septem- 
ber 17, 1932, p. 6. $ .70. 


“October Survey of Rental Conditions Reveals 
23.76% Average Vacancy.” M. E. RAN- 
DELL and G. W. KLEIN. S. M. Novem- 
ber, 1932, p. 10. $ .45. 

“Old Man Obsolescence Tamed.” H. S. CUT- 
MORE and W. R. KUEHNLE. R. E. Sep- 
tember 10, 1932, p. 17. $ .30 

“Population Per Store.” N. R. E. J. October, 
1932, p. 38. $1.20. 

“Relation of Construction to Apartment Oc- 
cupancy.” P. A. STONE. R. & B. G. Oc- 
tober 29, 1932, p. 8. $ .70. 

“Relation of Population to Apartments.” P. 
A. STONE. R. & B. G. October 15, 1932, 
p. 5. $ .70. 

“What Is Technocracy?” W. W. PARRISH. 
N. O. November, 1932, p. 13. $ .45. 
“Significant Changes In the Trends of Popu- 
lation.” B. & B. M. October, 1932, p. 38. 

$ .70. 

“Square Foot Measure of Apartment Rent- 
als.” A. B. KISSACK. R. & B. G. Septem- 
ber 17, 1932, p. 3. $ .70. 

“That Intangible Corner Lot Value.” W. R. 
KUEHNLE. R. E. August 20, 1932, p. 15. 
$ .30. 

“This Opportunity. A Check List of Construc- 
tion Costs for Typical Investment Build- 
ings.” A. E. BEALS. B. I. March, 1932, 
p. 32. $ .70. 

“Today’s Price Is Not Real Value.” G. W. 
SPRINGER. R. E. October 15, 1932, p. 9. 
$ .30. 

“Utility Rate-making In the Depression.” J. 

, C. SWIDLER. J. L. E. November, 1932, 
p. 847. $1.45. 

“Valuation of Real Estate for Tax Purposes.” 
H. E. GILBERT. N. R. E. J. October, 
1932, p. 32. $1.20. 





Architectural Forum 


s 
bj 


 RMEeORM pre: 
= 


Building Investment 


= 


Fortune 


New Outlook 


OQ 


Real Estate 
Savings Bank Journal 
Skyscraper Management 


RRPPZAZ MMOD 
1 gh oy 


Association. 





The full names of the magazines indicated by initials on these pages are given below: 


. Buildings and Building Management 
. California Real Estate Magazine 


. Journal of Land and Public Utility Economics.... 
National Real Estate Journal 


Real Estate Record and Builders Guide 


Gia of the magazines in which these articles appear may be secured from the 
Library of the National Association of Real Estate Boards, 59 East Van Buren St., 
hicago, Ill. The price listed includes the price of the magazine and a small service 

charge for mailing and postage. Subscriptions may also be placed with the National 


3-00 
3.00 
10.00 
5.00 


2.00 











Book Reviews 


Sakolski, A. Ms THE GREAT AMERICAN 
LAND BUBBLE. New York: Harper & 
Brothers, 1932. 3885 p. $3.50. 


This volume is the first history ever written 
on land speculation in the United States, prob- 
ably because land speculation has always been 
looked upon as a dubious venture to be con- 
ducted secretly. Since a large percentage of 
the early land deals were made without rec- 
ords of any kind, it has 


version of a famous quotation in which the 
‘author presents Patrick Henry as declaring — 
“Give me liberty or give me death’ — (and 
then under his breath) — “let me have west- 
ern lands.” Carlton Schultz. 


Skrimshire, Samuel. VALUATIONS. New 
York: Spon & Chamberlain, 1915. 463 p. 
$5.00. 

Valuations, by Samuel 





required considerable re- 
search and patience on 
the part of the author to 
unravel the questionable 
land transactions of the 
dim and distant past. 


Commencing with the 
pre-revolutionary period, 
the author has systemat- 
ically covered each new 
development in the his- 
tory of “land grabbing”’. 
The Ohio Land Lure, the 
Georgia “Yazoo” Land 


Boards. 





For the benefit of members who 
are interested in amplifying their 
libraries with available, as well as 
with current books, these Book Re- 
views, for the time being, will in- 
clude books already published as 
well as recent issues. 


Volumes mentioned here may be 
purchased at the list price through 
the Book Department of the Na- 
tional Association of Real Estate 


Skrimshire, F. S. L, is 
a text book of some 450 
pages devoted to the 
profession of real estate 
appraising as practiced 
in England. It is replete 
with definitions of real 
estate terms; explains 
the formation and use 
of valuation tables; 
works out detailed ex- 
amples of valuations; 
shows the effect of vari- 
ous statutes on valua- 


— Editor. 








Frauds and the Louisi- 
ana Purchase were all speculations of the 
wildest nature, bringing fortunes to a few 
far-sighted individuals but more often causing 
bitter failures, disgrace, imprisonment and in 
some instances — suicide. 


Speculation fever reached a new height 
during the wholesale parceling of New York 
State at the beginning of the 19th century. 
Land deals were made without surveys or even 
a knowledge of boundary limits, and deeds 
were seldom filed. The outstanding figure of 
this period was John Jacob Astor, whose 
shrewdness far exceeded that of his contem- 
poraries, and enabled him to build a fortune 
in real estate, which still supports his descend- 
ants in comparative luxury. 


The call of the southwest wilderness in 
1820 caused an epidemic of “Texas Fever” 
and later the California boom. It is interesting 
to note that although the discovery of gold 
was responsible for opening up the latter ter- 
ritory more fortunes were made in California 
land than in gold mining. Railroad land job- 
bery, resulting eventually in the linking of 
east and west, the development of “Main 
Streets” and “Broadways’’, and a detailed ac- 
count of the Florida boom brings the glamor- 
ous history of speculation up to the present. 


The eternal desire for land, which began 
almost as soon as Columbus set foot in Amer- 
ica and has continued up to the immediate 
present, might best be characterized by a new 


tions; discusses assess- 
ments for “Rating Purposes”; in fact it goes 
into such detail that anyone acquainted with 
the real estate business in England should be 
able to become an appraiser by conscientious- 
ly following its instructions. 


The writer doubts, however, that its use 
could serve any practical purpose for an ap- 
praiser working in the United States, beyond 
that of adding to his general education. Chap- 
ter I, entitled “‘The Knowledge Which The 
Valuer Should Possess’’, is general in its treat- 
ment and its observations apply with equal 
force to appraisers in this country and in 
England. Beyond that, with the possible ex- 
ception of the chapter on “Valuation for 
Mortgage”’, the teachings of the book are not 
applicable to American practice. Few Real- 
tors in this country know the meaning of Ac- 
commodation Land, Head Rent, Peppercorn 
Rent, Rack Rent, Net Annual Value, Fine 
Arbitrary, Fine Certain, Heriot, Forfeiture, 
etc.; yet the significance of these terms must 
be thoroughly understood in order to follow 
the subsequent discussion. 


All examples of appraisals are, of course, 
worked out in the English system of curren- 
cy. The writer had never fully appreciated 
the superiority of the American Decimal sys- 
tem of money, until he tried to wade through 
the maze of pounds, shillings, and pence. 

Cuthbert E. Reeves. 
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Bartholomew, Harland. URBAN LAND 
USES. Cambridge: Harvard University 
Press, 1932. (City Planning Studies, 
vol. VI.) 174 p. $8.50. 


Urban Land Uses by Harland Bartholomew, 
city planner, is based on a series of zoning 
studies made in 16 American cities, the 
largest being Louisville, Ky., (307,808), and 
the smallest Troy, O. (8,697). The author 
claims his deductions apply to 99% of incor- 
porated cities in the U. S. Extensive mathe- 
matical studies were made in each city, deal- 
ing with the use of urban land for single fam- 
ily, multiple dwelling, commercial, and in- 
dustrial purposes. Vacant areas are also stud- 
ied. The book is thought provocative to ap- 
praisers, though somewhat limited in scope 
as to areas analyzed. 


After discussing the general subject of city 
growth, the author proceeds to analyze the 
extent of occupancy of land by single dwell- 
ings, which use 74.2% of the cities noted, 
with 6.82 buildings per acre. He claims be- 
tween 70% and 80% of the area of the aver- 
age city will be given over to single occupan- 
cy use. Discussing two family buildings, the 
surveys show that the average square feet of 
lot used for such structures is 5,519, 4.28% 
of total area being thus employed. For mul- 
tiple dwellings, including flats and apart- 
ments, he claims 2.23% used of the total 
area, on which are buildings housing 5.22% 
of the population of the cities studied. 


To appraisal students the studies of busi- 
ness property are the most interesting, by far. 
The area so used was found to be 4.92% with 
2.29 stores to each 100 persons. Lineal feet 
of individual store frontage was 35.7 feet, 
the number of stores per acre being 9.5 and 
the percentage of privately developed area 
occupied by commerce was 2.56%. He decid- 
edly affirms that “the area required for com- 
mercial use in any self contained city is de- 
cidedly and definitely limited’’; that all major 
thoroughfare frontage is not adaptable for 
commercial development, and that there must 
be radically new and scientific changes made 
in city planning and zoning if property own- 
ers are to survive and ever secure a return 
on any part of their business property invest- 
ments. He also vigorously affirms that Amer- 
ican cities have zoned many times too many 
business lots for current and future needs. 


¢ 


° 


The volume contains a large amount of sta- 
tistical studies, maps and graphs, and, as the 
author says, forms a valuable basis and direc- 
tion for future study of urban zoning prac- 
tices. Stanley L. McMichael. 


Zangerle, John A. PRINCIPLES OF REAL 
ESTATE APPRAISING. McMichael 
Pub. Co., 1927. Second edition. 448 p. 
$5.00. 


The author of this book for over two dec- 
ades has been the official appraiser for Cuya- 
hoga County, of which Cleveland is the Coun- 
ty Seat. It is an exposition of the mass system 
of appraising used for tax purposes as distin- 
guished from the making of individual ap- 
praisals. Minute analytical studies of single 
properties however are used as the basis for 
the rules followed in appraising the property 
in this County. Mr. Zangerle’s system has been 
followed by several cities in the country and 
his studies are considered authoritative. 


In this second edition Mr. Zangerle has 
treated at great length the following subjects: 
Plottage value, effect of auto transportation, 
store rental capitalization, corner lot apprais- 
als, rate of capitalization, rent in relation to 
gross sales, effect of re-appraisal leases on 
land values, the capitalization of 99-year lease 


rentals, depreciation and appreciation. A long 
comprehensive chapter is also included on 
“Legal Decisions Regarding Appraisals’. Mr. 
Zangerle was formerly a practicing attorney 
and has collected decisions of much value to 
lawyers and Realtors engaged in litigation. 
Twenty-four chapters are devoted entirely to 
the appraising of land and seven to the ap- 
praising of buildings. 

The first edition was published in 1917 and 
about 25,000 copies were distributed. It was 
reprinted in 1920 and was followed by a field 
size in 1921. In 1924 another edition appeared 
which forms the basis of the present publica- 
tion. Several new chapters have been added 
including “Unscientific Bond Issue Apprais- 
als,” in which attention is drawn to serious 
dangers besetting the issuing of bonds on 
properties the known value of which is de- 
batable. Cost data in the chapter on building 
appraisals is as of the summer of 1927. The 
appendix contains valuable forms and the 
book is well illustrated with photos and dia- 
grams. C. M. Jones. 
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E. L. Ostendorf, 1105 Chester Avenue, Cleveland, Ohio. 
Frank H. Taylor, 520 Main Street, East Orange, N. J 


Representing Board of Directors National Association 
of Real Estate Boards 


Henry G. Zander, 110 South Dearborn Street, Chicago, Illinois 


COMMITTEE CHAIRMEN 


Admissions Committee Frank H. Taylor 
Code of Ethics Committee Ralph D. Baker 
rae, i is sn acatenen ines shosoacbadeaseahanedbenscsaneoacusdénnasecstoséoasensea E. L. Ostendorf 
Committee on Local Chapters.....................s:sssssseccceeseeeecccesseccecesaeeaccensceesesseeeeaseeees J. Alvin Register 
Disciplinary Committee Maurice F. Reidy 
Legislation and Legal Committee Peter Hanson 
Membership Committee Bracton Goldstone 
Publications Committee Mark Levy 
Statistics Committee, Research Committee, Appraisal Procedure Committee......Joseph B. Hall 





Roster of Members 


CALIFORNIA 
Glendale 
PETER HANSON 


Long Beach 
J. MORTIMER CLARK, Clark & Baw 


409 Security Building 
J. C. HOFFMAN 204 Kent Building 
A. G. 


MASPERO, Clark & Maspero 
409 Security Building 
T. F. MERRICK 
Los Angeles 


Heartwell Building 
AYERS J. du I 7079 Hollywood Boulevard 
ARTHUR L. AYDEN, R. C. Mason & C 
609 S. Grand Avenue 
NATHAN H. LIBOTT 


6831 Hollywood Boulevard 
CHARLES B. SHATTUCK 


6785 Whitley Terrace 
2510 S. Vermont Ave. 
North Hollywood 
RALPH BRASHEAR 


Oakland 
JAMES G. STAFFORD 


Sacramento 
A. J. DELANO 
W. S. GUILFORD 
Wilmington 
THOMAS FRANCIS MASON 308 Avalon Blvd. 


CONNECTICUT 


520 Security Building 

















10602 Magnolia Boulevard 
5820 Presley Way 


819 J. Street 
Sutter Club 








Hartford 
JOSEPH P. KENNEDY. 


New Haven 
HENRY MUSCH, JR 9 Center Street 


DISTRICT OF COLUMBIA 
Washington 
HAROLD E. DOYLE 
JOSEPH A. HERBERT, Jr 
A. C. HOUGHTON 


720 Main Street 


788 15th Street 
1013 15th Street, N. W. 
1516 H Street, N. W. 





FLORIDA 


Jacksonville 
Vv. M. 1816 Graham Building 
2nd Floor, Buckman Building 
516 Professional Building 
114 Graham Building 
117 W. Forsyth St. 
819 W. Forsyth St. 
Miami 
HOLLIS BUSH tesubity Building 
KENNETH S. KEYES, The Keyes Co., Inc. 

First Trust Building 
ADRIAN McCUNE 1017 Security Building 
D. EARL WILSO 1017 Security Building 

Orlando 


GEORGE F. BRASS 
HAROLD V. CONDICT 
G. JACKSON, Jr. 

Cc. W. REX 








Box 1052 
Box 1052 
62 E. Pine Street 
144 N. Orange Avenue 














Sarasota 


FRED L. PALMER 482 Main Street 


Tampa 
CHARLES P. GLOVER 


Vero Beach 
FRANK R. JEWETT. 


416 Tampa Street 


P. O. Box Q 





GEORGIA 
Atlanta 
BRYAN M. GRANT. 
ILLINOIS 


41 Forsyth St., N. W. 


Chicago 
JOHN P. HOOKER. 
WALTER R. KUEHNLE 
Ss LEVY 
- SOULE WARTERFIELD 


140 S. Dearborn Street 
2842 Eastwood Ave. 
7 S. Dearborn Street 
8 S. Dearborn Street 





Galesburg 
RALPH V. FIELD 


Waukegan 
OSCAR SODERQUIST 


INDIANA 


203 Bank of Galesburg Bldg. 


9 So. County Street 


Gary 

JAMES R. DAVIDSON 
Indianapolis 

GEORGE A. KUHN. 


504 Broadway 
706 Guaranty Building 


Sioux City 
WILLARD L. FROST Security Bank Building 


KANSAS 
Hutchinson 
J. C. McNAGHTEN 


MARYLAND 





Baltimore 
eg a DENNIS... a. Amsterdam Bldg. 
E. goa 0 E. Pi t Street 
BARRY E. .~ C3 ©. Lexington Street 
1109 Lexington Bldg. 
336 N. Charles Street 





Bethesda 
H. WENDELL FITZGERALD.................. P. O. Box 58 


MASSACHUSETTS 
Boston 
W. H. BALLARD 





45 Milk Street 


NORMAN W. KENNY, 





82 Devonshire Street 
Fall River 


J. yREDeRICE seECKETT 49 Purchase Street 
MYER MARK Granite Block 
EVERETT N. SLADE, John P. Slade & Son 


57 N. Main Street 








Worcester 
MAURICE F. REIDY 


MICHIGAN 


2 Foster Street 


Lansing 

FRANK B. McKIBBIN 
Pontiac 

PAUL A. KERN 


120 W. Ottawa Street 


First National Bank Bldg. 
MINNESOTA 
Minneapolis 
519 Marquette Avenue 
1478 N. W. Bank Bldg. 


MISSOURI 
Clayton 
NORMAN B. COMFORT 


St. Louis 


W. C. BERNARD 
WILLIAM r BUTTS 
CHARLES J. DA 


7 Gables Building 


817 N. 11th Street 

803 Chestnut Street 
---801 Chestnut Street 
811 Chestnut Street 
706 Chestnut Street 


NEBRASKA 








1221 City National Bank 
805 Paterson Building 
Aquila Court Building 


LEWIS Cc. SHOLES... 
LINTON B. STUHT 
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NEW JERSEY 


Camden 
spr D. BAKER 
. W..CHALMERS 
WAYLAND P. CRAMER.. 
J. WILLIAM MARKEIM.. 
PHILIP ZINMAN. 


East Orange 
FRANK H. TAYLOR 
HARRY A. TAYLOR 


Elizabeth 


924 Broadway 
7th and Market Streets 
525 Cooper Street 

..4th and Federal Streets 
2500 Federal Street 





520 Main Street 
520 Main Street 





10 Westfield Avenue 

215 Broad Street 
18 W. Jersey 
215 Broad Street 








B. 
BURTON THOMPSON 
MAX TIE 








Fort Lee ; 

ISIDORO QUINTANA 218 Main Street 
J oceey City 

ERCY A. GADDIS 


Fs 
JOHN FEDOR. 


Metuchen 
J. K. POWELL 


Newark 
MURRAY APFELBAUM 
JOHN J. BERRY 
JOS. L. FEIBLEMAN. 
FRANKLIN HANNOCH, Fiedler Corp. r 


29 Elizabeth Street 
40 Clinton Street 
81 Clinton Street 


30 Journal Square, Room 300 


540 S. Wood Avenue 





Main and Middlesey 





786 Broad Street 
980 Broad Street 
17-19 William Street 
14 Park Pl. 











Perth Amboy 
mons GOLDFARB 


Ridgewoo: 
eres Ss. WALSTRUM 


Rutherford 
CHARLES A. VAN WINKLE 
THEODORE VAN WINKLE 


NEW YORK 
Brooklyn 


STEPHEN F. BARRERA 
JAMES B. FISHER 
GEORGE H. GRAY... 
BERNARD F. HOGAN. 
FRANK M. McCURDY. 
JAMES F. MATTHEWS... 
CHARLES PARTRIDGE 
LEWIS H. POUNDS 
FENWICK B. SMALL 
R. W. WALDEN 


Buffalo 
A. P. ALLINGHAM... 





1 and 2 Station Sa. 
1 and 2 Station Sa. 


a ” 1 J oralemon St. 
Street 
ry i 0 Ashland Place 








389 Flatbush Avenue 

82 Court Street 
939 Broadway 
162 R Street 











63 Niagara Street 
1006 Ellicott Sq. 
155 Pearl Street 


OHN: 
CUTHBERT E. REEVE Liberty Bank Bldg. 


Mechanicville 
FRANZ H. MOAK 


New York City 
ree S. COLBURN 
. GITTERMAN 
BRACTON ee TONE 
FRANK D. HALL 
PHILIP W. KNISKERN 


Yonkers 
PAUL WEGENER 2 Hudson Street 


NORTH CAROLINA 


118 E. 4th Street 
8 Hermitage Road 


37 N. Main Street 





80 Church Street 
--45 E, 49th Street 
22 E. 40th Street 
393 Seventh Ave. 
17 E. 42nd Street 








Charlotte 
ere G. FLEETWOOD 
Ss. T. HENDERSON 


Akron 
CLAUDE L. BAKER. 
JOHN C. KYLE 
W. F. VOGES 


Alliance 
L. D. SCRANTON 


7 W. Exchange Street 
520 S. Firestone Boulevard 
1109 S. Main Street 





341 E. Main Street 


Canton 
MARK HAMBLETON 
WILLIAM J. UEBELHAR 


Cincinnati 


«.417 Mellett Building 
-801 Mellett Building 


104 Neave Bldg. 
1142 Herschel Ave. 
+1334 Herschel Avenue 
85 E. 7th Street 


5th and Main Streets 
409 American Bldg. 
104 Neave Bldg. 








LEWIS R. SMITH... 
JOHN B. SPILKER. 


Cleveland 
B . 


1425 Williamson Building 
6531 Lorain Ave. 

-600 Union Trust Building 
1105 Chester Avenue 
+1223 Schofield Building 
1930 Union Trust Bldg. 
1930 Union Trust Bldg. 





JOSEPH LARONGE.. 
E. L. OSTENDORF.. 


ALEXANDER 8S. TAYL 
Vv. C. TAYLOR, II 


Springfield 
HARRY S. KISSELL. 


Toledo 
HOWARD ETCHEN 622 Adams Street 


PENNSYLVANIA 


Odd Fellows Bldg. 


927 First Natl. Bank Bldg. 


Bethlehem 
WILLIAM C. BADER 


Harrisburg 
EVAN J. 


Lancaster 
HARRY W. BUTTS 


Lansdowne 
W. RAYMOND EVANS 


Philadelphia 
E. L. CARLSON, The Fidelity Mutual Life Ins. Co. 
The Parkway at Fairmount Avenue 
Cc. HARRIS COLEHOWER 5942 Chestnut St. 
" 401 Land Title Building 
516 Land Title Building 


MILLER 213 Locust St. 





24 E. Orange Street 


19 N. Lansdowne Ave. 


Patho 
CREE, Jr 


Wilkes Barre 
Cc. A. LEIGHTON 702 Deposit & Sav’gs Bk. Bldg. 


RHODE ISLAND 
801 New Industrial Tr. 
TENNESSEE 


211 Fourth Avenue 





Providence 


JAMES DEVINE Bldg. 


Nashville 
J. W. DENIS 
J. W. GRAHAM 


Stahiman Building 
401 American Trust Building 


UTAH 

Salt Lake City 

EDWARD M. ASHTON 32 South Main Street 

VIRGINIA 

Richmond 

J. GUTHRIE SMITH 924 East Main Street 

WEST VIRGINIA 

Charleston 


CHARLES UHRIG 
Box 1019, Charleston Natl. Bank Bldg. 


WISCONSIN 


HENRY H. BUSH, Stanley C. Hanks Co 
311 State Street 











CANADA 


Hamilton, Ontario 
CYRIL R. DeMARA 405 Bank of Commerce Bldg. 


London, Ontario 
BERT WEIR 


Toronto, Ontario 
FRANK McLAUGHLIN 


156% Dundas Street 





34 King Street, West 








